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INTRODUCTION 
by 
LAWRENCE CHAMBERLAIN 


Chairman, Education Committee, Investment Bankers 
Association of America 


“Of the making of books there is no end”: this is 
getting to be true even of books on matters connected 
with American investment. The ebullition of the 
World War has upheaved a new set of investment 
problems in this country, as well as elsewhere, that 
require solution. Not the least among them is the 
problem of helping the Liberty bond buyer to main- 
tain his hold on this, to him, newly realized kind of 
wealth, and to assist him, as he progresses in pros- 
perity, to broaden his grip on securities by intro- 
ducing him to forms of intangible wealth other than 
Liberty bonds. 

There are, perhaps, few not engaged in the busi- 
ness of distributing securities who realize the fact 
that prior to the War the great majority of American 
citizens had no personal acquaintance with bonds and 
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stocks and no ownership in them; that subsequent to 
the War the converse is equally true. A tremendous 
step forward is made in economic and financial 
education when Tom, Dick, and Harry, by the phys- 
ical possession of pieces of paper, realize the con- 
veniences and other values peculiar to intangible 
wealth. The most direct contact with “intangibles” 
that most of these people have is through the financial 
columns of the daily press. The most direct personal 
contact, therefore, possible to them is with the 
financial editor, particularly of the metropolitan 
dailies. These men, rather than the investment 
bankers, have sensitive fingers on the pulses of ‘the 
small investors. They more than any others, through 
the medium of countless letters addressed to them by 
their readers, understand the experiences, the mis- 
fortunes, and the aspirations of those who are seeking 
to prosper through the ownership of small sums in- 
vested in securities. 

It is, therefore, very appropriate that one of these 
financial editors, Mr. Merryle Stanley Rukeyser, of 
the New York Evening Journal, should be the first te 
set down in book form the problems of the inexpert 
enced small investor in intangibles, and the solutior 
of these problems. In doing this Mr. Rukeyser 1: 
not only rendering a highly important service to 4 
very large part of the community which hitherto has 
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veen without a recognized and generally known 
source of help and guidance, but he is also making a 
iotable contribution of literature on the subject of 
10w the inexperienced investor may best be safe- 
guarded against predatory concerns selling worthless 
xr fraudulent securities. He joins the increasing 
1umber of those who are making it plain that in the 
ong run investment education is the only safeguard 
igainst the sale of fraudulent securities, and that so 
salled Blue Sky legislation, as distinguished from the 
sincere enforcement of penal laws, already spread 
reely on the statute books, is merely political pap, 
ind an encumbrance to the efficient and economical 
‘aising of investment capital through the distribution 
of securities. 

These are the more important reasons why I wel- 
some this contribution of homespun truths to the 
rowing literature of investment. 
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CHAPTER I 


A COMMON SENSE VIEW OF MONEY 






| Introductory: The Human Significance of Finance. 


The butcher has more meat in his shop than he him- 
elf can consume, and the brewer and the baker would 
ach of them be willing to purchase a part of it. But they 
ave nothing to offer in exchange, except the different pro- 
uctions in their respective trades, and the butcher is al- 
eady provided with all the bread and beer which he has 
nmediate occasion of. . . . In order to avoid the incon- 
eniency of such situations, every prudent man in every 
eriod of society, after the first establishment of the divi- 
on of labor, must naturally have at all times by him, 
esides the peculiar produce of his own industry, a certain 
uantity of some one commodity or other, such as he im- 
gined few people would be likely to refuse in exchange 
or the produce of their industry—Apam SmiTH. 


| Tuts book is intended as an introduction to the 


thole subject of finance, as it affects the everyday 
‘roblems of the ordinary man or woman. It has 
‘een conceived as a means of bridging the gap be- 
ween a textbook on economics and a bond circular; 
link between an abstract thesis and the importun- 


hi 
igs of a stock salesman. 
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Common Sense of Money and Investments 


It makes no pretense at contributing new theorie 
to be tested at the round tables of specialists. It i 
rather an effort to tell the layman the essentials ot 
those financial problems which he must inevitably 
face in his own struggle to maintain a roof over hi 
head, to get clothing to cover his nakedness, and foo 
for his physical nourishment. In attempting to striy 
the mystery from investment and speculation, fron 
a common-sense standpoint, it goes a step further, anc 
indicates how present labor may in part be conserve 
for future uses. 

The author, who received in the course of three 
years more than 30,000 inquiries about practica) 
financial questions from newspaper and magazine 
readers, was frequently called upon to suggest useful 
books. He has done so freely, having compiled ¢ 
list of works which seem admirable for sundry needs 
However, he has frequently felt and often been tolé 
that there was a need for a single volume which would 
sum up the common sense essence of the entire sub 
ject, briefly and within two covers. 

This volume has been conceived from the human 
standpoint. It deals with man’s material requirement: 
primarily. Stocks, and bonds, and_ banks, instead 
of being the subject of discussion, are looked upor 
merely as instruments which serve specific humar 
needs. Virtually every man or woman is concerned 
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yith money making or spending, or saving, and this 
ok aims to deal suggestively with universal needs. 
It is written under no delusion that man is an 
‘conomic creature. The economic activities of a 
iuman being constitute only one aspect of life. The 
ntention of the author is not to stress unduly the hu- 
nan significance of money getting and using. ‘The 
00k is written rather in the belief that the artist, the 
itousewife, the physician, and the minister will be 
reer to attain their spiritual objectives, if the bread 
ind butter side of life is clearly understood and 
lefinitely planned. Money making and saving is 
nfinitely more enslaving when manipulated by an 
gnorant bungler than by one who understands the 
icience of finance in its practical aspects and reacts 
most automatically to a program of consistent work, 
ntelligent spending, and systematic saving. 
_ Before the war, corporation finance was of interest 
o the Four Hundred. Now it is the concern of the 
‘our Million. Prior to 1914, for example, in all 
he states and territories of the United States there 
vere approximately 400,000 bondholders—a _ neg- 
igible group from the criterion of numbers. In 
1917, having joined the European fray and needing 
arger loans than had ever been arranged since man 
yecame a two-legged animal, the United States Treas- 
iry went to every home in quest of funds. Million- 
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aires alone could not supply the financial sinews o 
war. The floating of Liberty bonds concerned ne 
merely Wall Street, but Main Street and all the bac 
alleys, too, in every city and hamlet. Governmen 
bonds went to 20,000,000 buyers, and the masses fo 
the first time participated in the strange adventure o 
coupon-clipping and learned of the weird magic o 
compound interest. 

Having acquired a first hand knowledge of secu 
rities, the average man has never since stepped out 0 
the money market. Soon after the government hai 
sold the highest-grade issues to patriotic millions 
schemers, charlatans, and fakers began a heinou 
career of exchanging Liberty bonds for securities tha 
promised infinitely more but yielded little or nothing 

Secretary of the Treasury Mellon recently lent hi 
authority to the oft-repeated estimate that $1,000, 
000,000 a year is frittered away by the America) 
public in worthless or questionable securities. Ti 
the individual, such deception frequently entail 
genuine tragedy—a laudable ambition, such as edu 
cation of one’s children, unrealized. To the commun 
ity, it represents the loss that comes from false ani 
unproductive activities and from misdirected capi 
tal. Without a background of elementary financia 
knowledge, the small investor is like a child wander 
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ng through a tangled forest, trusting blindly to luck. 

In attempting to reveal in the simple language of 
he ordinary man and woman the seeming mysteries 
nd obscurities of money and investment, the author 
lopes not to convert high minded folk to an excessive 
nterest in materialism, but wishes to suggest a work- 
ble technique that will be helpful to the pursuer of 
leauty, the dreamer of dreams, as well as to the man 
f affairs. Baser men, to whom acquisition of goods 
nd their symbols, is the sum total of life, already 
mow the tricks of the market-place. And since hu- 
aanity’s friends cannot escape the obligation to sup- 
ly the elementary requirements and comforts for 
heir families, it is hoped that the hints in this volume 
vill help them better to gauge the meaning and op- 
yortunities of modern business. 

Business and finance can be treated from various 
koints of view—their social utility, their effect on 
nodern art and philosophy, on politics, on the wel- 
are of the individual. This book is concerned with 
he specific operations by which the individual can 
mploy the legitimate devices of present-day eco- 
lomic machinery best to attain the prerequisites of 
yhysical well-being. To use the analogy of the auto- 
nobile, the book does not raise the question whether 
he motor car is the best conceivable means of loco- 
notion; it tells the reader how to run the car. 
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CHAPTER Il 


WHEN TO ENJOY THE FRUITS OF YOUR 
LABOR 


Choice between spending and saving; Why invest? 
Dangers of excessive thrift. 


It is not a wise economy which tends to lower the vitality 
of any member of the family in order that provision may 
be made for the future—Mary Witcox Brown. 

There is not anything in this world more talked of, and 
less understood, than the business of a happy life. It is 
every man’s wish and design. We live, however, in a blind 
and eager pursuit of it; and the more haste we make in 
a wrong way, the farther we are from our journey’s end.— 
SENECA. 

No salaried man ever grew rich from salary alone 
Only by saving and wisely investing can he become in. 
dependent of his salary. Money will work. It does the 
business of the world. It is a question whether you will 
set it to work for you or blow it in to work for the othe: 
fellow.—TuHomas E. SAUNDERS, 

But if any provide not for his own, and especially for 
those of his own house, he hath denied the faith, and is 
worse than an infidel.—TimoruHy. 


“EAT, drink and be merry,” says the epicure, “for 
to-morrow you die.” Such is the philosophy of thrift. 
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lessness—the dogma of improvidence. Freed from 
the overstimulus of artificial merriment, the indi- 
vidual remembers that to-morrow he lives, or at least 
his obligations live after him. 

A deliberate scheme of dissipating one’s energies 

and one’s resources currently leads inevitably to finan- 
cial ruin. Thrift is a scheme by which a small por- 
tion of the fruits of one’s current labor are diverted 
for future happiness or well-being. Intelligent sav- 
ing gives the future a lien on an individual’s current 
productivity. It is a device for tying to-morrow to 
to-day. 
_ Investment, entailing the placing of thrift funds 
in channels that will assure reasonable return on 
‘moneys employed, entails a quest for deferred hap- 
‘piness. It involves self-denial. It means _neg- 
ativing impulses to use one’s purchasing power at 
present in order that it may be employed at some 
later day. 

Investment presupposes faith—a belief that so- 
ciety will continue present economic arrangements so 
that benefits currently foregone may be enjoyed in 
the future. Investment involves confidence in those 
corporations or governments to whom thrift funds 
are entrusted for profitable use. Investment in con- 
tracts in the form of mortgages or bonds by which 
borrowers agree to pay back a specified sum at a 
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given date signifies an assumption that the money 
standards in which such agreements are expressed are 
stable. 

Parenthetically, it may be said that no perfect 
money standards have yet been evolved. Unfor- 
tunately financial yardsticks themselves fluctuate and 
in sundry subtle ways thwart the impulses of all except — 
the most canny investors. As Professor Irving > 
Fisher indicates in a symposium of the views of ex- 
perts called, “How to Invest when Prices are Ris- 
ing”’: 
“The investor is one who makes a present sacri- 
fice in order to gain a future return. If prices rise 
between the present sacrifice and the future return, 
the fact is bound to influence the results. If the 
promised return is a definite sum of money, the rise 
of prices means that the purchasing power of this 
money will be curtailed. In a general way, during 
the recent decade and a half of upward prices, it is 
the bondholder who has lost and the stockholder 
who has gained.” 

Since this observation was made by the Yale pro- 
fessor, economic forces have turned in the reverse 
direction. When commodity prices declined, the 
purchasing power of money rose and bondholders 
fared relatively far better than stockholders. 

Where currencies leap madly toward worthless- 
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ness, as in the case of the German mark and the Rus- 
sian rouble, contracts—such as life insurance, bonds 
and mortgages—expressed in terms of those cur- 
rencies shrink in real value almost to the vanishing 
point. John Maynard Keynes, the English econo- 
mist and critic, treats the effect of change in the 
value of money in investments in his book on “‘Mon- 
etary Reform.” 

“The effect of the War and of the monetary policy 
which has accompanied and followed it,’ he says, 
“thas been to take away a large part of the real value 
of the possessions of the upper classes. The loss 
has been so rapid and so intermixed in the time of its 
occurrence with other worse losses that its full 
measure is not separately apparent. But it has ef- 
fected, nevertheless, a far reaching change in the 
relative position of different classes. Throughout 
the Continent the pre-war savings of the middle class, 
so far as they were invested in bonds, mortgages, or 
bank deposits, have been largely or entirely wiped 
-out. Nor can it be doubted that this experience must 
modify social psychology towards the practice of 
saving and investment. What was deemed most 
secure has proved least so. He who neither spent nor 
speculated, who made proper provision for his fam- 
ily, who sang hymns to security and observed most 
straitly the morals of the edified and the respectable 
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injunctions of the worldly wise—he, indeed, who 
gave fewest pledges to fortune has yet suffered her 
heaviest visitations. 

“What moral for our present purpose should we 
draw from this? Chiefly, I think, that it is not safe 
or fair to combine the social organization developed 
during the nineteenth century (and still retained) 
with a laisser-faire policy towards the value of money. 
It is not true that our former arrangements have > 
worked well. If we are to continue to draw the vol-_ 
untary saving of the community into investment, we 
must make it a prime object of deliberate state policy 
that the standard of value in terms of which they are 
expressed, should be kept stable; adjusting in other 
ways (calculated to touch all forms of wealth equally 
and not concentrated on the relatively helpless in- 
vestors) the redistribution of national wealth, if, in 
course of time, the laws of inheritance and the rate 
of accumulation have drained too great a proportion 
of the income of the active classes into the spending 
control of the inactive. .. . 

“The individualistic capitalism of to-day, precisely 
because it entrusts saving to the individual investor 
and production to the individual employer presumes 
a stable measuring rod of value and cannot be eff- 
cient—perhaps cannot survive—without one.” 

Consider the seemingly provident German who 
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twenty years ago took out an endowment policy worth 
the equivalent of $10,000. To-day, for all his self- 
denial he receives a small fraction of a cent. This 
appears to warrant a cynical attitude toward all 
the beckonings of thrift. Such a reaction is nat- 
ural, yet not wise. Because peasant homes, built 


with great tenderness and love throughout Northern 


France, were battered down to mere pulp by Teuton 
guns, it does not follow that we in America should 
shrink from the impulse to construct new and better 
homes. Similarly, the effacement of the mark and 
the rouble investment—and the watering of invest- 
ments in francs and lire and other depreciated cur- 
rencies—should not drive Americans to the conclu- 
sion that no constructive financial program is likely 
to bring to the individual the benefits that he is search- 
ing for. As a matter of fact, the dollar, though it 
is an imperfect standard of value, has stood up better 
during the abnormal years of war and reconstruction 
than any other unit of currency in the world. 

A more stable currency than any that has yet been 
evolved, the ideal formulated by Fisher, Keynes, and 
other economists, would make the réle of the in- 
vestor infinitely more simple and certain. It would 
assure him that a dollar invested to-day would have 
the same purchasing power in the future. 

Under present conditions, to avoid all losses from 


[11] 


Common Sense of Money and Invesiments 


fluctuating conditions, the investor must be agile in- 
deed, knowing when to shift from stocks to bonds and 
when to transfer his savings from long term to short 
term securities.’ Perfectionists are doomed to dis- 
appointment whenever the human element, which is 
subject to error, enters. In the sphere of invest- 
ments, for example, there is no absolute safety; 
safety is relative and the discriminating and well- 
advised can find in these approximations to theoret- 
ical ideals the means of attaining their legitimate ob- 
jectives.” | 

Why invest? 

First, because by investing or entrusting funds in 
a productive enterprise or government, an individual 
increases his total income by adding the return on his 
securities to current earnings based on his own mental 
or physical labor. 

Moreover, by putting his surplus earnings to work, 
the individual is facilitating an increase in national 
productivity and is thus enlarging the social income, 
on which society draws to finance its commonplace 
requirements and its noblest aspirations. The so-— 
cially desirable man is not the easy spender, but the 
individual who doles out his funds with intelligent 
discrimination, saving some and converting his thrift 


1 See Chap. XI on “When to Switch from Stocks to Bonds.” 
2See Chap. HI on “The Legitimate Objectives of Thrift.” 
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funds into capital in the form of productive ma- 
chinery represented by corporate securities. 
Investment connects the individual to the throbbing 
‘economic activity of the nation. It gives him the 
thrill of participation in digging of tunnels through 
| great mountains, the spanning of rivers, the fertiliza- 
| tion of arid fields, and the manufacture of a variety 
of new and useful products which assure a rising 
standard of living for the great masses of his fellow 
men. 
' Under the present capitalistic organization of so- 
ciety, the accumulation of capital is the task and the 
duty of the individual. Unless such steady accumu- 
lation goes on, the great development of factories 
and plants and the erection of huge buildings and 
offices must cease. In a socialistic society, presum- 
ably the state would arbitrarily and automatically 
endeavor to set aside a portion of the current social 
income for conversion into a capital fund. Indi- 
vidual thrift now accomplishes that result. 
: For social purposes, it is conceivable that indi- 
viduals might save too large a portion of their in- 
‘come and spend relatively too little. 
_ J. A. Hobson, the British economist, in his new 
‘book on “The Economics of Unemployment” says, 
“Now if you hold, as seems to be the case, that a 
depression is due to, or testifies to, the existence 
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of an excess of producing power and a corresponding 
deficiency or consuming power, we can only mean 
that somehow or other there has been oversaving or 
underspending on the part of industrial society in 
the sense that more non-consumable, i.e., capital, 
goods have been created than have been capable of 
being properly utilized for the supply of future con- 
sumption. This is not a theory or an explanation, 
but rather a description of the actual facts. At a 
time of depression large bodies of capital stand idle, 
together with the labor and business ability that could 
operate them. They simply represent a surplus or 
excess of former savings which cannot get used with- 
out delay and waste for the productive end for which 
they were designed. 

. This thesis may be presented in the follow. 
ing manner: 

‘Just as waste of productive power admittedly oc 
curs by misapplication of capital, skill, and labor, as 
between one trade and another, or one area of in: 
vestment and another (too much applied here, toc 
little there) so income as a whole may be wastefully 
applied as between purchase of commodities and pul 
chase of new capital goods.” 

There are, of course, natural correctives which ten¢ 
to prevent over-investment by the social group anc 
also under-investment. These adjustments are nevel 
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perfect, but if they should ever fail to operate with 
some measure of success, an economic society would 
wither and decay. For example, when a dispropor- 
lionately large amount is being saved, the effect is 
2 fall in the return on capital which in turn tends to 
discourage investment. On the other hand, when an 
anduly small amount is being accumulated, the rate 
of return on capital funds steadily rises and thus 
nakes saving or investment more attractive and tends 
to induce marginal individuals who would not have 
saved for a four per cent return to accumulate funds 
under the lure of a seven per cent return, for example. 

Apart from the social aspects of this question, the 
individual faces dangers of excessive thrift. For 
*xample, a father who denies his children an ample 
sducation and perhaps even sufficiently nourishing 
‘ood and an attractive home life so that he can enjoy 
he strange thrill of watching his pile of gold grow 
faster than his income really warrants is pursuing 
an unwise course. The man who denies himself 
z00d books, visits to the theater or the opera, travel 
and a vacation once a year, if his means permit, so 
hat he can accumulate capital faster than his income 
‘ustifies, is not really thrifty in a higher sense of the 
word. Money is purchasing power and the true use 
of money is neglected by the miserly individual whose 
yassion in life is hoarding funds. 
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But for every miser there are tens of thousands o 
spendthrifts—individuals who in their senseless whir 
of self-gratification dissipate their economic energies 
setting up no reserves against the inevitable wearin, 
out of their physical machines, against the day o 
sickness or premature death. 

No universal rules as to the precise amount that ai 
individual should save can be formulated. Rents 
for example, are a larger item in the city than in th 
country. The man with a wife and five childre 
needs a different formula than the bachelor. Th 
principles by which an individual can formulate hi 
own program, however, are discussed in Chapter 2] 
(Avoiding Bankruptcy in the Pantry.) 

Good advice for the average man would be: Sav 
regularly and for definite purposes.® 

Spend wisely and in accordance with a well cor 
sidered plan. Make the accumulation of a thril 
fund an important incident in your life but one suk 
ordinate to the larger problem of living well an 
usefully. 





3 See Chap. III on “The Legitimate Objectives of Thrift.” 
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CHAPTER III 


| LEGITIMATE OBJECTIVES OF THRIFT 
: 


_ Human Goals for the individual who saves. 


| The greatest secret of success in life is to be ready when 
‘our opportunity comes.—DIsRAELI. 

: The spirit of thrift does not involve stinginess, which is 
n abuse of thrift, nor does it require that each item of sav- 
ags should be a financial investment. The money that is 
pent in the education of oneself or of one’s family, in 
tavel, in music, in art, or in helpfulness to others, if it 
rings real returns in personal development or in a better 
nderstanding of the world we live in, is in accordance with 


ae spirit of thrift—Davip Starr Jorpan. 


IT is no job of the economist to make out a re- 

pectable case for stinginess. 

_ The miser is by no means the ideal of intelligent 

aift. 

_ A well ordered economic life entails a wise balance 

etween saving and spending. No single formula 

an fit the requirements of every case. Extravagance 

sarelative term. The records of the divorce courts 

loquently illustrate this principle. The plea is fre- 
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quently being made that a divorced woman is unable 
to live according to the standards to which she is 
accustomed on $25,000, $50,000, or even $100,000 
a year, as the case may be. And yet on another 
street, a family of seven may be getting a full meas 
ure of happiness and comfort on an income of 
$3,500 ‘a year. 

To some a used Ford car would seem a wasteful 
luxury. To others, two automobiles for every mem 
ber of the family seem an utter necessity. 

In a strict sense, every expenditure beyond those 
needed to keep the biological processes of metabolisn 
going entails the buying of luxuries. But, in a na 
tion with a relatively high average standard of liv 
ing, the plain citizen has come to expect more out 0! 
life than a minimum of essential food, a roof to pro 
tect him from inclemencies of the weather, and cloth 
ing to cover his nakedness. 

Economic progress, as a matter of fact, is meas 
ured by the multiplications of wants. The luxurie 
of to-day become the necessities of to-morrow. Al 
index of the material welfare of a democratic so 
ciety is the capacity of the masses to command goods 
The limits to consumption bear a close relation t 
the productive ability of an economic unit. 

The sure road to the ideal economic life then lie 
not in exaggerated self-denial and penury. 
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For the individual, saving merely means storing 
1p, instead of exhausting, purchasing power. It en- 
ails deferring the satisfactions which come from 
spending. It involves transferring present claims on 
society for goods and services into future drafts. 
‘t signifies holding a blank check for subsequent use. 

Elementary desires and passions conspire to ad- 
ise, “Spend Now.” Likewise every merchant and 
nanufacturer, with every show window and adver- 
4sement, contribute to the forces urging the indi- 
ridual to spend his money. The frailties in this 
lirection of the head of the family are frequently in- 
ensified by the pleas of other members of the house- 
iold. . 

The conventional urgings of investment bankers 
ind of thrift societies are feeble offsets indeed to 
hese more basic appeals. Perhaps that is why most 
nen who pass beyond the years of productivity find 
hemselves impecunious, forced to live upon the 
tharity of relatives or of the community. 

‘Theoretically, the ordinary individual is compen- 
ated for the sacrifice of present desires which sav- 
ng involves by the receipt of interest or dividends 
m his investment. Moreover, men of larger wealth 
ave because only through the employment of capital 
tte they able to carry out their major business pro- 
jams and aspirations. Folk of extraordinary 
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wealth are automatic savers, literally unable to spend 
their current income. 

What human goals ought to determine the invest 
ment program of the ordinary individual? What 
objectives are legitimate and justify the sacrifice tha 
saving signifies? | 

No one can present an exhaustive list, which wil 
include all the infinite varieties of life. 

However, a few considerations which are likely t 
be of general application may be enumerated. 

First: The building up of a fund to finance re 
tirement is a common objective of investors. Sinc 
the human machine inevitably wears out, each year’ 
income is in part a using up of capital. A part o 
the annual product should therefore be saved to pre 
vide a livelihood after the age of 65—to set a 
arbitrary age—when one’s physical and mental cor 
dition no longer permit active full employment. _ 

Each individual, in laying out his personal finar 
cial chart, should decide early in life at what age h 
intends to retire, and should figure out how muc 
needs to be saved each year to create a fund, the ii 
terest on which after retirement will meet his fina 
cial requirements. 

It would be well to figure on making large deposi 
during the years of maximum productivity betwee 
30 and 45. Fortunately, an individual’s requir 
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ments after 65 are usually less than earlier in life, 
because in all likelihood his dependent children will 
have reached the age of self-support. Funds in- 
tended to finance a graceful retirement should be in- 
vested in sound securities, entailing only a small 
degree of speculative risk. 

Second: A fund such as the foregoing should be 
wailable also to take care of emergencies, such as 
sickness, operations, unemployment of the head of 
he family and his dependents, or premature death. 
Savings might well be supplemented by the carrying 
f health, accident, and life insurance policies. 

Third: An investment structure is frequently 
dlanned to provide the means for education and 
travel, either for the saver or for close relatives. In 
electing securities for a fund of this character, it 
s often well to pick out bonds that will mature ap- 
oximately at the time the funds will be needed. 

Fourth: An investment fund is sometimes cre- 
ited out of savings from salaries of employes who 
lave an ambition later to go into business of their 
wn. Moreover, the small business man will fre- 
(uently save to finance the future expansion and de- 
‘elopment of his enterprise. In doing this, he is pro- 
eeding along the same lines as the larger corporation 
thich plows back earnings into the property as 
urplus to pay for improvements and betterments. 
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Schooled to some extent in the ways of enterprise, the 
thrifty business man is usually justified in choosing 
higher yielding securities which entail a larger de 
gree of risk than the ordinary individual saving for 
old age, or illness, or other emergencies. 

Fifth: Saving enough for a first payment on a 
home is a common motive in economic life. Similaz 
forces induce thrift to make possible an automobile, 
a piano, or other high priced article for home use, 
In all these cases, provision is made for purchase on 
the partial payment plan, which means that a bulk 
of the saving must be done after the commodity has 
been acquired. | 

Sixth: Prudent men also build up an estate as 
a reserve against speculative or business mistakes, 
For example, the reckless professional speculato1 
frequently buys an annuity from an insurance com- 
pany, which will give him an assured income, ne 
matter how incorrectly he prejudges the course of 
security prices. Moreover, a resourceful business 
man, conscious of the fact that all enterprise entails 
a degree of speculative risk, will keep an ace in the 
hole in the form of an accumulation of bonds, whick 
represent an asset wholly apart from the resources 
of his business. ‘To serve its purposes, such a group 
of holdings should consist of high grade securities, 
selected with a primary emphasis on security of prin. 
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cipal, rather than high returns or possibilities of ap- 
preciation. Moreover, to meet the varying needs of 
the business man, such securities should not only be 
of a high grade but should possess instant market- 
ability, since in time of stress in his own business he 
may need quickly to convert his personal reserves into 
cash. 
- It takes a human being of some imagination and 
economic intelligence to forego immediate gratifica- 
tions for the expectation of future realizations of 
happiness. And yet the economically astute will 
feel to a large extent repaid for avoiding the tempta- 
tion to spend by the consciousness that to-morrow has 
to some extent been provided for. Instead of the 
fun of spending all surplus funds on the theater, on 
expensive furs, and on other vehicles of self- 
indulgence, the saver will have bought immunity from 
the worries and vague fears of poverty. 

It has been wisely observed that thrift involves a 
transfer of part of income to capital. 
Thrift also entails tying the future to the present. 
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CHAPTER IV 
OUTLETS FOR SURPLUS FUNDS 


The field of investments: stocks, bonds and tangi- 
ble property. 


An art, indeed, is the proper investment of money in 
securities. The country doctor can cover his rounds in a 
big, high-powered touring car that costs him two or three 
times what it ought to run, and the successful business man 
can invest his surplus in 3 per cent government bonds at 
par, but in both cases there is a really shocking degree of 
waste. Scientific management in investment, like scientific 
management in anything else, aims to eliminate waste. 
What are my needs and what is the maximum amount of 
income I can get out of securities filling those needs? — 
that is the problem with which everyone having surplus 
funds is faced and which only a knowledge of the principles 
of investment can solve.—FRANKLIN EscHER. | 

ADVERTISING writers are the town criers of the 
present day and in an infinite variety of subtle ways 
they are all shrieking loudly to attract the attention 
of the individual. The ordinary man’s total income 
is limited. Through advertising, the butcher, the 
banker, the clothier, the automobile vender and the 
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travel bureau—to mention only a few—have enlisted 
all the aids that psychological research and a study 
of human frailties have revealed to get him to favor 
their offerings. 

The voice of prudence and thrift is almost inaud- 
ible in the clatter of a thousand merchants boost- 
ing their wares. Only the strong willed can resist 
the collective pressure and retain a portion of his 
available funds for the quiet satisfactions to be at- 
tained through the years from intelligent invest- 
ment. 

What can a man do with his surplus funds? 

Broadly speaking, he can acquire only one of two 
things. He can either buy property or wealth it- 
self, or claims against property or wealth in the 
form of securities or mortgages, including insurance 
and savings banks deposits, both of which are secured 
by diversified holdings of high grade bonds. 

The most common form of property purchased for 
investment purposes is real estate. Land or land 
buildings constitute something tangible, definite, cer- 
tain. The buyer of real estate perceives precisely 
what he is getting. If he buys it outright—an unus- 
ual plan—no one can take it away from him or 
foreclose on him. It is secure within his grasp as 
long as society recognizes the rights of private prop- 
erty which confer ownership of a specified piece of 
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wealth on an individual, in whom title lies. The 
present theory which actuates society in a country 
like the United States is that it is socially beneficial 
to permit individual ownership of various forms of 
wealth. 

Of course fortunes are made and lost in real estate, 
Those who pay an unduly high price for land and 
buildings find themselves unable to resell except at 
a loss. Neighborhoods change and alter values. In 
a steadily developing country like the United States, 
the perpetual growth of the population tends to add 
an unearned increment to the value of all well-selected 
real estate. 

An equally common form of investment, under the 
present scheme of things, is the acquisition of claims 
to property. For example, A buys a house and lot 
for $100,000. Having only $40,000 he borrows the 
remaining $60,000 from B, who takes in return a 
first mortgage which constitutes a direct lien on the 
property which B has the right to take over as his 
own, provided A neglects to pay interest regularly 
and to return the principal promptly when it falls 
due. 

The mortgage is a claim on the property. If a 
mortgage were larger and it were held by a group of 
individuals instead of one mortgage holder, bonds 
in denominations of $1,000 each might be issued with 
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he mortgage behind them as security. These real 
state first mortgage bonds, now a common form of 
investment, constitute claims against the property 
ind except in form are the same as the original mott- 
rage, of which they represent slices. 

In the realm of securities, there are two broad 
‘lasses—stocks and bonds. 

Bonds ordinarily represent a promise of a cor- 
oration or a government to pay back a specific sum 
vorrowed, at a specified date and in the meantime to 
yay a Stated rate of interest. The bond holder is 
ilways a creditor of the borrower. He relies on the 
jromise to pay of the debtor corporation or govern- 
nent. If the borrower fails in any essential to live 
ip to its promises, the creditor can at once pro- 
‘ect himself by throwing the corporation into re- 
seivership. In the case of a government, the bond 
10lder, however, must rely upon its good faith. If 
i borrower fails to pay interest on bonds, its lapse 
s known as a default, which constitutes a black mark 
igainst its reputation and may injure its credit ir- 
reparably. 

Shares of stock, on the other hand, represent part 

ywnership in a business enterprise. The stock holder 

i$ never a creditor, but always virtually a partner. 

[he stock holder consciously and knowingly is sup- 

yosed to assume the risks of enterprise. The cor- 
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poration issuing stock serves notice that it does not 
obligate itself in any way to pay dividends, the dee: 
laration and discontinuance of which remain mat- 
ters entirely within the discretion of the board of di- 
rectors whom the stockholders themselves choose to 
supervise the management. 

There are two main classes of stocks—common and 
preferred. The dividend rate on preferred shares 
is usually fixed at definite rates such as 5, 6, 7, or 
8 per cent.’ 

Directors must aenlas the full rate on the pre- 
ferred stock before making any distribution on the 
common shares. However, except for priority over 
the common stock in respect to the payment of divi- 
dends and distribution of the assets of the corpora: 
tion in case of liquidation, preferred shares are really 
junior securities on which nothing need be paid ex- 
cept at the will of the directors. They are subject 
to the prior claims as to assets and current distribu- 
tions of all types of bonds of the corporation which 
may be outstanding. 

Nothing is available for dividends on the common 
stock until interest on all the bonds of the corpora- 
tion has been paid and until all dividend requirements 
on the preferred stock have been met. After all the 


1For a statement of the various kinds of preferred stocks see 
Chap. X, “Investing without Red Tape.” 
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pxrior charges have been taken care of, the residue of 
sarnings is available for the common stock. The 
lirectors have the option of paying out all or part of 
he residual earnings in the form of dividends or of 
1olding them in the treasury of the corporation for 
urplus account. In case of slim earnings nothing 
s likely to be left for the common share holders to 
‘ompensate them for the use of their funds. How- 
‘ver, in instances of an unusual success with extraor- 
linarily large earnings, the common share holders 
ire the chief beneficiaries, for the bond holders and 
yreferred stock holders get only their 4, 5, 6, 7 or 
3 per cent, whereas the common share holders can 
‘eceive amounts limited only by the earning power of 
he corporation. 

For the individual in quest primarily of safety of 
wincipal and assured regularity of income, common 
hares are the least attractive of any of the securities 
f a given corporation. On the other hand, for the 
peculator who knowingly accepts larger risks in the 
lope of huge profits, common shares are the most 
ittractive of all types of securities as a vehicle for 
ittaining his hopes. 

Though the bonds of a particular corporation are 
ways safer than the stocks of the same enterprise, 
t by no means follows that all bonds are more secure 
han all stocks. As a matter of fact, the common 
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stock of a well established and successful enterprise 
often constitutes a better investment than an under 
lying first mortgage bond on an experimental, poorly 
managed industrial concern. 

The form of the security is less important than the 
nature of the business behind it, whether it is suc 
cessful and whether its management is such as t 
indicate a continuance of good earnings, whether thr 
enterprise is one of the leaders in its own line, anc 
whether the activity of the concern is essential ant 
reasonably permanent. 

From the standpoint of form there are more varie 
ties of bonds than of stocks. 

1. The first mortgage bond, the oldest form of se 
curity, entails the claim against property which mus 
be respected before all others. In case of trouble 
its rights must be satisfied first. It is the safest se 
curity of the corporation which issues it. Sometimes 
however, railroads use the term first mortgage in e3 
pressions like first and refunding mortgages, repre 
senting a senior lien on only a small and unimportar 
part of the line. It is important to look behind th 
name to the security itself, to ascertain whether it 1 
really the underlying obligation. 

2. The holder of a second mortgage bond (or sul 
sequent mortgage such as third or fourth) occupi¢ 
a midway position between the owner of prior lien 
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: the one hand, and the stock holders of the borrow- 
ng corporation, on the other. His request for a re- 
urn of the principal cannot be met until the claims 
f the first mortgage bonds have been paid in full, 
ut he is entitled to receive the stipulated rate of in- 
srest on his bonds regardless of the fluctuating for- 
unes of the company. The second or junior mort- 
age is ordinarily created to raise more funds than 
| is considered safe to advance on the higher types 
f security, the first mortgage—and in compensation 
or his additional risk, the second mortgage bond 
older ordinarily receives a higher rate of interest. 
| 3. The general mortgage bond has been employed 
nainly by railroads and, to some extent, by public 
tility corporations to raise additional funds after the 
‘rst mortgages have been placed. Usually it con- 
titutes a first claim either upon a certain part of the 
ompany’s first assets or upon lease holds or upon 
ecurities and also a second, third, fourth or later 
len on other assets of the borrowing corporation. 

| 4. The consolidated mortgage resembles the gen- 
tal mortgage except that it ordinarily does not cover 
1e entire property of the company, but only speci- 
‘ed assets definitely pledged. It is frequently a 
laim less well secured than that of the general mort- 
lage which may already be in existence. 

| o. A debenture bond is virtually a promissory note 
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of the borrower. It is secured by no pledge or sp 
cific assets, but is backed by the general faith an 
credit of the borrower. If, however, interest is nm 
regularly paid, the debenture bond holder like an 
other creditor may apply for the appointment of 
receiver and force the satisfaction of his claims. 

6. An income or adjustment bond resembles a pr 
ferred stock more than a bond. However, the d 
rectors must pay the interest on an income bond | 
it is actually earned, whereas in the case of preferre 
stock, the payment of dividends is entirely a matt 
of discretion. If not earned, the interest on th 
income bond need not be paid and the bond holde 
have no recourse. Usually there is a provision thi 
back interest on income bonds must be made up b 
fore any subsequent distribution can be made in tl 
form of dividends on stock. 

7. A collateral trust bond resembles an ordinai 
bank loan which is secured by the deposit of stock 
bonds, or other negotiable paper. The bank loz 
usually runs only from thirty days to nine month 
whereas the collateral trust bond is ordinarily d 
signed for a more or less permanent need and ma 
run for a score of years or more. In case of defau 
of the collateral trust bond, the collateral goes to tl 
bond holders who may either sell it or distribute 
among themselves. The collateral trust bond is fr 
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ently used as a means of financing the acquisition 
{ securities of subsidiary corporations. 

8. A convertible bond represents an effort to com- 
ine the elements of safety of a bond with the op- 
ortunities of speculative profits of common stock. 
he bond agreement of such a security ordinarily 
‘ovides that at any time, or after a certain date 
up to a specific time, the holder may change his 
pnd for a fixed number of shares of stock. 

9. Equipment trust certificates are secured by the 
edge of specific equipment such as cars or locomo- 
ves, title to which is held by a trustee for the bene- 
| of the security holders until the borrower has 
paid the security holders. This form is used pri- 
larily by railroads and the borrower agrees with the 
ustee to pay a rental on the equipment sufficient to 
tire a block of the securities each year. In prac- 
#€, equipment trust securities have proved sin- 
larly secure. 

10. Redeemable bonds, which may also either be 
‘st mortgage bonds or general mortgage bonds or 
tbentures, are those which may be retired by the 
irrower before the date of ultimate maturity. In 
her words, the borrower has the option of paying 
{ the loan under specified conditions as to price and 
ine before the final date when it obligates itself un- 
inditionally to retire the bonds. Sometimes a bor- 
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rower sets aside special funds each year into a sin. 
ing fund for the purpose of buying up outstandir 
bonds in the market and canceling them. Anoth 
device for achieving a similar end is through callir 
in outstanding bonds for redemption, paying them o 
through funds obtained through a new loan arrange 
on more favorable terms. 

11. Short term notes represent securities which 0 
dinarily run for five years or less. Because of tl 
shortness of their lifetime they are ordinarily w 
secured by a mortgage, although borrowers of i 
ferior credit standing find it necessary to pledge s 
curities or other negotiable collateral to secure sho 
term notes. 

12. Perpetual bonds are virtually unknown in th 
country, although a number of railroads have issut 
bonds which mature in the twenty-first century ar 
which therefore, from the standpoint of the prese 
generation, resemble perpetual bonds. The gover 
ments of France and Great Britian both have perpe 
ual bonds outstanding. British consols and Fren 
rentes bear no promise to return the principal. | 
fact, the French security refers to no principal su 
at all, but merely reveals that the government co 
tracts to pay the holder a fixed income—aune rente- 
each year. For the permanent investor, investme 
is really buying income and perpetual bonds or 0 
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igations maturing in the twenty-first century, such as 
ssues of the Lehigh Valley, The New York Central, 
ouisville and Nashville, Northern Pacific, and West 
hore Railroad, obviate the necessity of re-investing. 

13. Special revenue bonds are rarely used by 
merican borrowers, but are more frequently issued 
y foreign governments of inferior credit stand- 
ag. Certain South American, European and Asi- 
tic countries have pledged revenues from the sale of 
offee, tobacco, and salt as security for bonds. Such 
evenues are definitely set aside and deposited in a 
ank for the benefit of the security holders or turned 
ver to a representative of the bond holders who is 
ationed in the borrowing country to make sure that 
le contract is carried out. Ordinarily, such an ar- 
angement is made to bolster up the credit of weak 
Overnments. However, certain American munici- 
alities and states have issued bonds payable from a 
secial tax. The State of North Carolina, for ex- 
mple, has a bond issue, the interest of which is pay- 
ble from a tax on gasoline. 

14, External bonds are those issued by a govern- 
lent or corporation in a foreign currency for sale 
) alien investors. 

15. An internal bond is an obligation issued by 
/ government or a corporation in terms of the cur- 
ancy of its own country for sale at home. 
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16. A gold bond is an obligation whose princip 
and interest are payable in gold coin. In the Unit 
States, this distinction has little practical meanin 
for under the Gold Standard Act of 1900 the hold 
of any claim due in United States currency ¢ 
legally demand payment in gold. In Germany, ho 
ever, bonds specifically payable in gold did not d 
preciate with the mark, whereas other bonds we 
payable in virtually worthless currency. 

17. A receiver’s certificate is ordinarily a we 
secured obligation which is issued with permissi 
of the court to provide for temporary needs of ban 
rupts and which takes precedence over all outstandii 
obligations of a bankrupt corporation with the exce 
tion of wages and federal taxes. In some instance 
however, the court holds first mortgage bonds prior 
the certificates. Receiver’s certificates are usual 
short term obligations. 

18. Guaranteed bonds are issues bearing an e 
pressed guarantee that either principal or intere 
or both must be paid by the guarantor in the eve 
of a default on the part of the borrower. Guarante 
bonds come into being frequently when a large ec 
poration absorbs a smaller one and assumes its 0 
ligations. Examples of the best types of guarante 
bonds are the obligations of the Canadian Nation 
Railways which are guaranteed as to principal ai 
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terest by the government of the Dominion of Can- 
‘da, which owns all the capital stock of the railroad 
ystem. 

19. Assumed bonds are those in which the obliga- 
on for payment has been taken over by another com- 
any which has bought or leased the property of the 
‘suing company. They differ from the guaranteed 
ond in that they bear no notice on their face of the 
ssumption of such liability. 

20. Tax exempt bonds are those which are free 
tom federal or state impost. Obligations of states 
od municipalities are exempt from federal taxes 
ad from state taxes in the state in which they were 


‘sued. Income from prewar securities of the United 


| 


tates Government and the first Liberty 3%s and 
ederal Land Bank and joint stock land bank bonds 
te fully tax exempt. Income on other Liberty 
onds and from War Savings Certificates is exempt 
‘om the normal income tax when the amount of such 
neurities does not exceed specified sums. Income 


} 


‘om corporate bonds is subject to full federal taxes 


1 


nless the borrower has agreed to pay all or part of 
le tax due. Many corporations have undertaken to 
ay the normal income tax on their obligations up to 
70 per cent. 

| 


| 

























[37] 


CHAPTER V 
THE MIND OF THE SMALL INVESTOR 


Financial aims and purposes of individuals o 
limited means. 


There has been a significant increase in the purchase 
and sales of small lots of stock, and a corresponding de 
crease in the transfers of large blocks. Whatever the fur 
damental causes of this tendency, it has had the effect a 
extending the facilities of the Stock Exchange to thousand 
of new and small investors all over the country, whose fre 
quent inexperience with security investment has placed an 
is placing an increased moral responsibility upon the Ey 
change itself, as well as causing changes and improvemen! 
in many parts of its system.—SrymMour L. CROMWELL. 


Prior to 1914, there were not more than 400,00 
bond holders in the United States, and the great masse 
of men used to look upon bond holders as “bloated. 
This conception changed when many millions of plai 
men and women acquired Liberty bonds for patrioti 
reasons during the war. A prompt but silent revolt 
tion took place when multitudes who became bon 
holders touched for the first time an engraved cel 
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tificate of indebtedness and became coupon clippers. 
| The educational value of the Liberty loan cam- 
paigns has not been entirely lost. The impulse to 
invest survived, but has been frequently misdirected 
by unscrupulous stock venders to the extent of more 
than $500,000,000 a year for the last five years. 

| No generalization about the mental processes of 
the new investor will hold true universally, unless it 
applies to all human beings, for the new investing 
classes are composed of all kinds of men and women. 
_ Many small investors are in quest of securities 
giving the highest yield “consistent with safety.” 
They pay at least lip service to the element of se- 
curity, but there is something contradictory in their 
‘aim. Economists know that, other things being 
equal, as the yield or income on a bond increases, 
the factor of safety tends to decline. A bond yield- 
ing more than taxable United States Government ob- 
ligations, which sell at a price consonant with the 
true interest rate or rental value of money, entails 
larger risks and the excess yield represents insurance 
against greater hazards. 

| The small investor frequently inquires whether a 
particular stock represents a safe speculation. His 
is a fantastic quest, something like a search for dry 
water, or still motion, for, if a proposition is safe, 
‘its securities would be investment issues, assuring 
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safety of principal and regularity of income. Spec- 
ulative securities are necessarily more or less unsafe, 
and the principal motive of speculators is to attain 
an appreciation of principal and income in return for 
the greater risks assumed. 

Moreover, the uninitiated investor frequently has 
a private suspicion that the banker or financial editor 
or other adviser has up his sleeve some perfectly 
safe and highly profitable proposition which out of 
perversity he will not pass on except to friends. The 
truth is that no one is exempt from possible loss from 
speculative securities. 

Out of a great mass of letters received from small 
investors came a clear demonstration of the fact that 
the person with a definite thrift program gets further 
along the road to financial independence than the 
aimless ones. 

Accumulation of wealth is to a degree independent 
of the precise income of the investor. Many thrift- 
less men with an income of $25,000 a year have 
difficulty in living within their means, whereas others, 
averaging no more than $2,000 a year, regularly and. 
persistently throughout the years allocate a part of 
their income to their savings accounts. | 

W hat counts in the financial set-up is not how much 
a man’s gross earnings are, but his net income at the 
end of the year; the difference between what comes in 
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and what goes out. Financial intelligence does not 
| fluctuate in accordance with the size of one’s pocket- 
book. 

_ The records show, moreover, that the new capital- 
‘ist, who for the first time has been accumulating 
bonds and high grade stocks, has not developed in- 
“dependence at the expense of the savings banks and 
life insurance companies. 

_ One adverse tendency on the part of the small 
buyer is to make inquiries about promotion stocks 
after he has purchased them instead of before. 

_ The small investor should learn to keep in as close 
touch with developments affecting his holdings as 
the large security owner if he would avoid loss. He 
should clip coupons when they fall due for if he 
Teaves them uncashed he not only loses interest on 
the sum involved, but in exceptional cases the coupon 
itself may become valueless. The Norwegian gov- 
‘ernment, for example, has passed a law that drawn 
bonds not presented for payment within twenty years 
and coupons not cashed within ten years after due 
date become void. 

_ On called bonds the loss of interest after the re- 
demption date may be very large. Investors should 
Sean the financial pages of the newspapers for in- 
formation as to offers of exchange of securities and 
rights to subscribe to new issues. 
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The amateur investor sometimes blunders unbe- 
lievably in attending to the routine matters in pro- 
tection of his holdings. The failure to exercise val- 
uable rights, delay in clipping coupons, tardiness in 
presenting for payment bonds which have been called 
for redemption, and general carelessness cost in- 
vestors in the aggregate a colossal sum each year, 
wholly apart from money lost through swindlers and 
bad judgment in the selection of securities. By way 
of illustration, the courts recently ordered the di- 
vorce of the coal properties from the railroad proper- 
ties of the Lehigh Valley Railroad Company. For 
a dollar a share stockholders had the right to acquire 
the coal stock which was worth about $35 a share, 
The right to subscribe expired on June 15, 1924, 
and 18,273 rights were unused. Through careless: 
ness, ignorance or inattention shareholders sacri 
ficed valuable privileges of high market worth. The 
court, however, stepped in on behalf of the financially 
illiterate and extended the period until the follow 
ing October 15th. The experience of the Unitec 
States Treasury Department reveals similar traits.) 

Owners of Liberty bonds are, in many instances 
failing to collect what is rightfully theirs. | 

In connection with all the Liberty bond issues (ex 
cept the first 34s) coupon bonds were originally is 
sued with only a partial array of interest coupon: 
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attached and were later exchangeable for permanent 
coupon bonds with all the interest coupons to maturity 
attached. On April 30, 1924, 399,039 Liberty bond 
pieces had not yet been exchanged and as a result 
$4,767,979 of past due interest had not been col- 
lected. 

_ Moreover, there was outstanding on the same 
ite a total of $22,552,480 of matured debt on which 
interest had ceased. Included in this amount was 
$156,100 of Victory 3%4s, which were called for re- 
demption on June 15, 1922; $5,660,350 of Victory 
4%s with serial letters A to F which were called on 
December 15, 1922, and $10,331,950 of Victory 
Vhs with serial letters from G to S which matured 
‘on May 20, 1923. There remained outstanding on 
the same date War Savings Certificates of the series 
of 1918, which matured on January 1, 1923, in 
amount of $13,790,915; and War Savings Certif- 
ieates of the series of 1919 which matured on Jan- 
wary 1, 1924, in amount of $7,707,050 maturity 
value. Moreover, matured interest obligations, rep- 
resenting past due interest checks and interest coupons 
which had not been presented for payment were out- 
standing on the same date in total amount $67,- 
611,240. 

Furthermore, the 4 per cent bonds of the first 
Liberty loan have been convertible into 4% per cent 
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bonds since June 15, 1919, and the same privilege 
has been given to the bonds of the second Liberty 
Loan since May 15, 1919. Many holders of the 
4 per cent bonds have failed to take advantage of 
the exchange which would have added 4 per cent 
to their income. On April 30 there remained out- 
standing 43,298 pieces of the first 4s, with a par 
value of $7,426,100, and 174 pieces of the second 
4s with a par value of $30,043,650. 

Each security holder should look over his own 
list and ascertain whether any exchanges are neces- 
sary. When in doubt he should write directly to 
an officer of the company whose securities he owns. 
Those who are compelled to travel, or who for any 
reason are unable to supervise their own holdings, 
can get a bank or trust company to act as financial 
secretary at a nominal charge. The careful investor 
will make periodic examination of his holdings at 
least once or twice a year to check up on their cur- 
rent investment merit and on possible exchanges or 
redemptions. 
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CHAPTER VI 


THE RADICAL AND HIS BONDS 


Ee 


Political theories versus financial expediencies. 


Modern Socialism has no designs upon the money in a 
man’s pocket. It is quite true that the earlier and extreme 
Socialist theorists did in their communism find no use for 
money, but I do not think there are any representative 
Socialists now who do not agree that the state must pay 
and receive in money, that money is indispensable to hu- 
man freedom. The featurelessness of money, its universal 
convertability, gives human beings a latitude of choice and 
self-expression in its spending that is inconceivable with- 
out its use.—H. G. WELLs. 







SELF interest—the underlying motive of the pres- 

snt economic scheme of things—makes strange bed- 
fellows. It sometimes causes Socialists to finance 
tapitalism and capitalists to provide the financial 
sinews for state Socialism. 
_ Since high wartime and post-war super taxes have 
tome to plague our multimillionaires the investment 
iabits of the very rich have been significantly altered. 
The excessively well-to-do have found an escape from 
e [45] 
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the pain of turning over nearly half their incom 
from investments to the government in tax exemp 
securities such as the first Liberty 372s and th 
obligations of the various states and municipalitie 
of the United States. In putting the major portio: 
of their funds in local and national governmen 
securities, these arch capitalists—the great believer 
in the rights of private property—have been pou! 
ing their funds without reservation into furtherin 
activities that come broadly under the head of stat 
Socialism. 

To men of middle grade incomes, the tax exem] 
tion feature in securities has been less alluring. I 
this group are not a few parlor Socialists and radical: 
They buy leisure for themselves in the form of sect 
rities of private corporations which they loath 
They get time to preach anti-capitalism partly as 
result of their income from funds invested in ca] 
italistic enterprises. 

Occasionally one meets professionally ant 
capitalist politicians and lay citizens. If they hay 
pen to own B. M. T. stocks or bonds, however, the 
make a separate pigeonhole in their minds for th 
corporation and exempt it from their wrath and fur 
When matters arise affecting the worth of their ov 
holdings they are inclined to insist on full protectic 
of their constitutional guarantees in the courts. 
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| The effect on security prices would be very great 
if the rantings and ravings of the apostles of dis- 
jontent were quickly translated into action. Yet 
many of the emotional economists are themselves 
security owners and in the later réle would object 
strenuously to any activities that impair the obliga- 
jion of contract. 

/ It is perhaps well that citizens do not vote and talk 
)olitics exclusively in accordance with the importu- 
ities of their own pocketbooks. 

| Any large or small investor ought to be willing to 
jacrifice his own holdings as the price for the at- 
jaining of Don Marquis’s “Almost Perfect State.” 

| On the other hand, it is seemingly feasible for an 
individual to remain in good standing in the radical 
|md socialist movement and at the same time build up 
i well conceived investment structure. 

| Morris Hillquit, a leader of Socialism in America, 

las prepared for this chapter an expression of the 
jocialist attitude toward financing capitalism. 

| “Individual investments and choice of securities, 

‘a my opinion,” Mr, Hillquit explained, “present ex- 
vetly the same question to Socialists and Radicals as 
ey do to individualists and reactionaries. The 
ocialist is opposed to the economic system which 
ermits of unearned revenues in the shape of rent, in- 
srest and profits. He seeks to substitute that system 
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by one based on the principle of codperative labo 
and equitable distribution of the product. He ex 
pects that system to be brought about by a series o 
economic and legal reforms on a national, even ir 
ternational scale and not through individual prac 
tices. The economic system operates equally on al 
persons, regardless of the political or social view 
held by them. A Socialist or Radical cannot by hi 
own individual act withdraw himself from the opera 
tion of the system while it lasts. He can find plae 
only in the established economic categories as em 
ployer, worker, professional, etc. If he earns o 
otherwise acquires money, he can put it only to: sue 
uses as the system affords to him. He would ac 
complish no good by throwing it away or keeping 1 
in a strong box. If he has any money to invest, h 
must look for safe and profitable investment in th 
ordinary way. 

“Purely as a matter of sentiment, a Socialist o 
Radical would, in my opinion, ordinarily discrim 
inate against securities of particularly odious cor 
cerns such, for instance, as are largely based upon th 
exploitation of child labor, pursuit in notorious ant 
union policy, etc.” i 
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TESTS OF A SAFE INVESTMENT 









| Footrules by which the worth of a security may be 
reasured 


Judging the value of a bond is no different from judging 
ae value of a house or a horse or anything else—it is 
imply a question of knowing the principles which apply. 
‘ne horse is built for speed, another for dragging heavy 
nads, yet the same general principles enable the experi- 
need dealer to tell the value of either almost at a glance. 
0 it is with bonds.— FRANKLIN EscHER. 


_ Tue steel engraver plays no favorites. 

_ He produces certificates of strong and emaciated 

nancial institutions with equal care. The soundest 

ond and the most fanciful stock resemble each other 

1 physical texture. 

Neither weighing nor feeling will aid the invest- 

lent amateur in discriminating among certificates. 

/orthless securities which paper the walls of many 
disillusioned hopeful, are invariably neatly en- 

raved, and reflect dignity and trustworthiness. 

_ The sense of touch helps the buyer to select textiles. 
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The sense of smell aids in choosing beverages. 

The sense of sight protects the purchaser of work 
of art. 

The sense of hearing guides the buyer of music; 
instruments. 

The sense of taste charts the course of the col 
sumer of food. 

But the animal from which man has evolved has 1 
simple intuitive means of separating the wheat fro 
the chaff in securities. 

Stocks and bonds constitute no natural product ¢ 
the soil. They are inventions of the human min 
and are the outgrowth of a highly complex econom 
civilization. Instinct is an unsafe guide in this ne 
realm, in which intelligence controls. 

Securities are not things, but symbols. 

Behind good stocks and bonds is an infinite var 
ety of commodities and tools, which man has fasl 
ioned out of elemental clay. Great factories, ii 
dustrial laboratories, market-places, steel rails, ma 
sive terminals, and vast accumulations of the 1 
finite commodities of barter are the realities bac 
of the steel engraved certificates of prosperous, Boy 
concerns. 

Behind seemingly identical certificates of prospee 
and blue sky promotions are merely hot air, how 
and fanciful aspirations. 
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_In order to discriminate, the security buyer the- 
iretically ought, if possible, himself or through the 
yes of an expert to examine the plants, machinery, 
ventory and other claimed assets which impart 
alue and earning power to the corporations whose 
tocks or bonds he is urged to buy. Sometimes, 
ese corporate possessions will be scattered widely 
cross the full expanse of the continent, and it is 
bviously impracticable for the buyer of a single 
hare of $100 par value stock to undertake so com- 
rehensive an investigation. 

Modern finance, however, consists of more than 
ou can see and touch. The mortar which holds to- 
ether the colossal industrial structure of the present 
eneration is faith. Credit, which consists of con- 
dence in other men, is the dynamic force which 
lotivates economic life. The crucial choice then 
gmes in deciding whom to trust. That decision, 
ade many times each day, is the principal job, by 
te way, of the banker, who picks out the business 
ten in whom he believes and then through granting 
‘edit guarantees their solvency up to the extent of 
leir line of credit to the whole commercial world. 

Certified public accountants are the agents of soci- 
y who under definite legal and ethical restrictions 
adertake to examine the actual assets and liabilities 
f a corporation, and certify to their authenticity for 
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the benefits of creditors and security holders. Thu 
the investor who of course cannot visit the oil field 
of the Mid-continent district, or hydro-electric plant 
in California, or a road of iron stretching fron 
Chicago to Omaha can get a reliable check on th 
assertions of the sponsors of the corporation from th 
report of expert bookkeepers. 

A financial statement, of course, is like an editoria 
in a newspaper—a statement of opinion. But, if th 
accountants are neither dupes nor crooks, it wil 
tend to be an accurate expression. The balance 
sheet gives a cross section picture of the corporatio 
at a particular moment in its history, usually o 
December 31, sometimes on June 30, or in othe 
cases whenever its fiscal year happens to end. Sine 
all is relative, the meaning of the figures in a ba 
ance sheet will become pregnant with significance 
only if compared with similar reports of earlie 
years. The moving tale of what has occurred in th 
twelvemonth between the periodical photographin 
of assets and liabilities is ordinarily termed the i 
come account, which reveals whether the managemer 
has succeeded in amassing profits. 

Figures frequently lie, but never permit a vende 
of securities to refuse to produce financial stat 
ments on the ground that they are misleading am 
way. The production of a fake balance sheet ¢ 
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income account constitutes a serious criminal offense, 
and the charlatan ordinarily will prefer not to as- 
sume the risk. On the other hand, there are subtle 
ways in which a corporation’s reports may under- 
jtate or exaggerate the worth of its assets, and yet 
seep within the law. 

A safe investment is one which involves a high 
legree of security of principal and assured regularity 
vf income. The highest security is ordinarily found 
wimarily in the best grade of bonds and mortgages, 
vhich are evidences of indebtedness, representing a 
‘ontract to return the principal sum at a specified 
late and meantime to pay interest at a fixed 
ate. Shares, common and preferred, particularly 
he latter, frequently possess investment characteris- 
ies, which give them a suitable place in the holdings 
ven of individuals who are not concerned mainly 
vith the speculative aim of appreciation of principal. 
_ Absolute safety is theoretically unattainable. Ap- 
‘roximate safety is the best that human beings can 
earch for in this fluid world of earthquakes, revolu- 
tons, and catastrophes. Bonds of the highest grade 
sossess all reasonable assurances of continued safety, 
nd that is all any one has the right to expect. 

_ Under existing circumstances, obligations of the 
Inited States Treasury represent par in the scheme 
f investment things. The debt of the government, 
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though large, is well within the limit of the nation’s 
resources and wealth creating capacity. Hence there 
is no question of ability to pay—the first test of a 
government’s credit. The next criterion is willing 
ness to pay, which is concerned with good faith 
Public opinion, backed by constitutional and statutory 
law, in the United States, seems overwhelmingly i 
favor of keeping the faith in financial transactions 
As Andrew W. Mellon recently pointed out, “The 
good faith of the American people to meet their pub 
lic obligations finds full expression in our tax sys 
tem. Regardless of honest differences of opinio 
as to what constitutes the best and most equitable sys 
tem of taxation, public sentiment in the United State 
is unanimous in approving taxes sufficiently high t 
pay the legitimate running expenses of the govern 
ment and to effect the gradual reduction of the publi 
debt.” | 
All this seems obvious enough. But defaults o 
foreign government obligations have not been infre 
quent. The largest defaulter to-day is Russia, am 
ihe failure of that country to meet its obligation 
currently is ascribable to the lack of the will rathe 
than of the ability to pay. At this writing Mexiec 
after a decade in default, not because of inabilit 
is just returning to good financial society, havin 
agreed to try to resume debt service. Sometimes 
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nation falls down, not through lack of will, but 
through sheer lack of capacity. Germany’s repara- 
tion obligations are in a somewhat different cate- 
gory, but her default has been ascribed by com- 
petent independent economists to the fact that the 
terms fixed in the London agreement of 1921 ex- 
seeded the capacity of the Reich to pay. 

| A clue to the intentions of various peoples may be 
‘ound in their history, which is readily accessible in 
such a convenient handbook as Kimber’s Record of 
Government Debts and Foreign Securities. 
Evolution concerns ethics as well as physical char- 
1cteristics, and it would be misleading to assume that 
1 nation which once slipped from the graces should 
ve eternally damned in the world’s money capitals. 
?revious falls from a plane of rectitude, however, are 
‘actors which determine the credit of a would-be bor- 
‘ower, and the rate of interest required. 

_ The first test of a government’s credit is its good 
‘aith, for nations, unlike individual debtors, are sov- 
‘reign bodies which cannot be haled into court. 
In this country, the idea of using human lives and 
yayonets to validate contracts between foreign gov- 
srments and native investors does not thrill the 
lemocracy. The investor in alien government 
yonds should be conscious of the fact that he is as- 
‘suming the risk of non-payment, and should not ex- 
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pect the Federal Government to employ the Nav 
and Marine Corps when necessary to correct his mis 
takes of judgment, although Great Britain has fre 
quently seen fit to do so. Various factors in recen 
years have operated to heighten the sense of financia 
honor in Latin America, whereas the extravagance 0 
the Great War has tended to weaken the credit o 
the principal European nations, whose indebtednes 
climbed so prodigously as to impair their ability t 
pay. In the past, the sense of honor in connectiol 
with meeting national indebtedness was, in general 
higher in Europe than in South America. In th 
Old World, the small island of England came to dom 
inate half the universe in a financial sense because 0 
its long standing punctiliousness in meeting obliga 
tions promptly as they fall due. 

A country’s ability to pay is measured by th 
extent of its resources and of its annual socia 
income. Debt charges which exceed the differenc 
between the necessary costs of running a governmen 
and the amount of the total social income which ma 
safely be taken in the form of taxation signalize pre 
carious financing, which, unless the situation is co} 
rected, foreshadows defaults or the scaling down o 
debts. A nation, which does not keep its total e3 
penditures, including debt charges, within its re 
ceipts from revenues, is pursuing a course which lead 
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‘0 ruin, although for temporary emergencies, such as 
wars, the abnormal policy may properly be followed. 
_ If taxes are so high as to compel nations to dip 
nto their accumulations of capital, a nation is mov- 
ng into hazardous ground. 

_ A nation which finances itself through endless 
dorrowing either from investors or from central 
yanks, causing inflation, is proceeding unsoundly. 

_ Weaker governments will sometimes seek to 
aeighten the value of their bonds by making them 
sonstitute liens on certain public properties, siiel as 
he salt or tobacco monopoly. These mortgages are 
of little value unless supported by the good faith of 
he borrowing government. Liens on customs re- 
teipts, where agents of the lender collect the customs, 
ire better assurances of payment, though submission 
o such an arrangement is usually distasteful to a 
‘ree and independent government. Countries of 
weak credit, such as Jugo-Slavia, San Salvador, 
3razil and China have had to resort to this course. 
- Corporation bonds spring from a different set of 
‘ircumstances. 

_ Willingness to pay fades into insignificance, be- 
sause We courts are ready to enforce contracts. Ca- 
Jacity to pay becomes of paramount importance. 
Che bankruptcy courts are perpetually replete with 
nen of excellent intentions who would pay if they 
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could. Failure in business results infinitely more 
frequently from incompetence than from malevolence. 

American railroads have been good and bad to 
investors who supported them. , 

Most of the larger systems have been through re 
organizations, a polite term for a process of notify- 
ing the stock and junior bondholders that their hold- 
ings have been either wiped out or scaled down for 
the benefit of the property, its senior bondholders, 
and the public. 

Underlying closed first mortgage bonds on the 
larger American railroads, however, have stood the 
test of fire, and have come through receiverships and 
readjustments unimpaired. Even a first mortgage 
on a weak system which runs through a district which 
needs steam transportation service is ordinarily suit- 
able for investment purposes. In fact, some experts 
prefer first mortgages on essential, but weak, systems 
to second, third, and fourth mortgages on strong lines. 
Usually both classes of railroad bonds are available 
at about the same price. 

Junior bonds of a prosperous company bear 2 
premium, which capitalizes superior management 
which some argue may be supplanted by less efficien! 
officers and directors before the bond matures. Un 
derlying first mortgages on weaker roads, however 
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have seemingly discounted in their low prices, in re- 
lation to quotations on first mortgages of strong sys- 
tems, inferiority of management or capital structure. 
[he worst is already known, and there may be im- 
provement before the bond is paid off. That is how 
some investment bankers argue, yet others prefer 
junior liens of successes, emphasizing that earning 
power is the necessary attribute of a business con- 
en. 

_ Under the Transportation Act of 1920, Congress 
Jas for the first time interested itself in assuring a 
fair return on the actual property value of the rail- 
toads. But the legislative body has merely signified 
ped intentions; it has guaranteed nothing. The In- 
‘erstate Pamreres Commission, under the construc: 
ions in the Act, fixes rates so that large regional 
groups shall earn a fair return, at present defined as 
334 per cent. But since Whit regional groups there 
ive various types of efficiency of management, some 
systems earn more than the fair return and some less. 
lo keep the efficient from profiteering, the Act pro- 
aides that one half of the excess over 6 per cent should 
ve transferred to the national treasury. 

_ The effect of the Act has been to stabilize and im- 
rove railroad earning power, and to validate bonds 
af soundly financed railroad corporations. The 


[59] 








Common Sense of Money and Investments 


measure of earning power is gross income, and th 
margin of safety over interest and dividend require 
ments are shown in net earnings, which are reportet 
monthly under uniform conditions laid down by thi 
Interstate Commerce Commission. Under the pres 
ent scheme of railroad regulation, the railroads haw 
fewer secrets and mysteries than industrial corpora 
tions, which often conceal the story of success or fail 
ure from the vast republic of security holders for a 
least twelve months until the publication of the an 
nual report, which is of course ancient history fron 
a speculative standpoint. 

As the small investor comes to exercise his ney 
and growing influence, the tendency will be to fore 
all corporations whose securities are widely distrik 
uted to publish monthly reports of earnings and e3 
penses. Some of the larger industrial corporation: 
such as the United States Steel Corporation, whic 
is a model for the fullness and amplitude of its finar 
cial publicity, issues quarterly reports of earning} 
Where a company remains silent except once a yeal 
it gives a tremendous potential adyantage to officer: 
directors, and their friends, who, if lacking in a hig 
sense of ethics, might exploit the relative ignoranc 
of other security holders. Fairness entails placin 
all investors on an equality with respect to promp 
ness of information concerning the welfare of th 
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roperty, unless it can be demonstrated beyond a 
hadow of doubt that publicity will give an advantage 
» competitors. 

Public utility concerns, like the railways, are un- 

er close state supervision, and are generally re- 
uired to publish reliable monthly reports. 
| The value of a public utility security is conditioned 
omewhat by the political attitude of the community. 
faving recognized this fact recently, the utility cor- 
‘orations have embarked on a significant career of 
ultiplying their friends through inviting their cus- 
mers to become partners by buying a few shares of 
tock.* 
| _ Earning power is determined by agreement with 
le public authorities as to a proper return on the 
qestment. The permanent desirability of long 
am utility bonds is affected by the nature of the 
tanchise, particularly as to whether it is unrevocable. 
n appeal to the courts against so-called confiscatory 
ates has latterly provided a new basis of safety for 
tility investors. The doctrine that such enterprises 
te entitled to a fair return on their property has peed 
Hnciated, 
_A traction company, a power and light, or a tele- 
hone company in a growing community of diversi- 
ed industries seems better safeguarded against the 
| 


ire Chap. XXV, “The Customer Buys the Plant.” 
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exigencies of the futuré than a company in a reced 
ing city, wholly dependent on one large industry 
such as silk mills, which are subject to the ebb an 
flow of public demand for that particular product. 

The margin of safety over interest and dividen 
requirements through the various phases of the bus 
ness cycle indicates the soundness of a security. 0: 
dinarily, a public utility will earn a smaller margi 
over such requirements in years of prosperity than a 
industrial enterprise, but the slump in adverse yea) 
will likewise be less marked. Restrictions as | 
the issuance of new securities should be carefull 
studied from two standpoints: first, are the holde. 
of outstanding securities protected against discrimin 
tion in favor of new issues; and secondly, is the cor 
pany retaining sufficient freedom to finance its futu 
growth. 

Stable prices are helpful to utility corporatior 
which suffered drastically during and after the w 
from rising commodity prices. The utility comp 
nies were unable to get their rates increased as fe 
as prices climbed. Thus their surpluses were 
many cases effaced; dividends were stopped; and t 
payment of interest on bonds became dificult. Wh 
prices began to decline, the effects were diametrica! 
opposite, for the public utility rates were slower 
come down. 
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| The companies which fared worst und are in gen- 
ral least desirable from an investment standpoint 
re those which contracted with municipal authorities 
) furnish service at a fixed rate, irrespective of any 
hanges in the purchasing power of money. 

| Unlike railroads and public utilities, industrial 
orporations are free agents in business. They can 
0 as they please, provided they do not violate the 
tw. In many states, they are required to issue no 
‘yports and are subject to no supervision unless 
‘tought into the courts for a specific offense. 

| In general, this quality of liberty makes industrial 
rporations more attractive to shareholders than to 
ondholders, for there is always the hope, usually 
itile, of fabulous earnings. If the return on cap- 
‘al is more than the ordinary interest rate, the share- 
lnlders, who get the residue, are the sole direct bene- 
Giaries. Moreover, the earnings of most industrial 
(porations fluctuate dramatically from periods of 
(tosperity to eras of adversity. Stability, rather 
fan fits and starts, is desired by bondholders, 

hose first aim is security. 

/ Long term industrial bonds deserve consideration 

ily when secured by a concern whose product is 

Sential and likely to remain so through the years. 

‘eurities of companies producing passing fads and 

cies are highly speculative in character and need 
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not interrupt the quest of the investor for stabilit 
and safety. 

Buyers of industrial bonds should determin 
whether the company involved is a powerful facte 
in an essential industry, which in all probability ca 
stand up well against all competitors, present an 
prospective. The question of whether it has an a 
sured supply of raw materials, preferably under i 
own control, is also relevant. A concern which ca 
stand on its own legs and sell goods because <¢ 
superior quality and price is better, from an inves 
ment standpoint, than one which survives solely 
virtue of a protective tariff, and which may | 
toppled from its pedestal of artificial prosperity | 
the election of a free trade party. 

It is difficult to divorce the speculative eleme 
from industrial corporations. The New York Sta 
law has recognized this in failing to characterize ar 
industrial bonds as legal investment for savin; 
banks. Of course, general legislative tests of th 
character are clumsy, and sometimes unfair. Fe 
corporation bonds of any character bear a high 
degree of safety, for example, than United Stat 
Steel sinking fund 5s. Moreover, the New York la 
still, for less good reasons now that the position | 
this class of securities has improved, discriminat 
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against public utility bonds, although a movement 
‘s under way to rescind this inhibition. 

| The principal test of the value of an industrial 
security is earning power, backed by ample assets 
'n case of liquidation. 

| From the long term viewpoint, the social utility — 
yf an enterprise is an important consideration for the 
investor. In an intelligent society, business concerns 
vhich do not meet this test are likely eventually to 
ail. Since notions of utility change from genera- 
ion to generation, it is not always easy to foresee 
luture standards. Two decades ago, the ordinary in- 
lividual would have been willing to tie up funds in 
| profitable brewery, which the subsequent prohibi- 
on laws tend to render obsolete. 

| Marketability in a security gives an investor an 
pportunity to correct his mistakes of judgment and 
ence is a necessary attribute. 


‘ 
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CHAPTER VIII 
WHY NOT GET RICH QUICK? 


The lesson of the lotteries and gaming tables. 


If I gamble I practically gamble with society whose 1 
sources are unlimited, while my resources are limite 
And the limit of my resources results in my disadvantag 
If I begin with a thousand pounds, even if I gain a milli 
I may lose it again; but if I once reach a net loss of 
thousand I can never retrieve it, for I have nothing more 
stake. This is the basis of the disadvantage of gamblin 
—W. A. WHITWORTH. 


PARADOXICALLY enough, those offering so-call 
get-rich-quick securities are almost invariably fake) 
whereas those with a genuine one-out-of-a-million 0 
portunity are inclined to understate its prospects 

The genuine initiator of any project recognizes t 
existence of business risk; he sees the hazards ai 
the danger as well as the alluring possibilities for c¢ 
structive effort. The charlatan, on the other har 
in presenting his proposition, is silent concerni 
the element of risk and pretends it is non-existent. 

Professional advisers to investors level their § 
verest blow at an enterprise when they character! 
it as a get-rich-quick proposition. If the get-ric 
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tuick enterprise were what its name seems to imply, 
he appellation would really be one of fulsome praise 
ather than a tag of damnation. For, in spite of 
he preachments of the financially chaste, the or- 
limary mortal still secretly nourishes a hope of mak- 
og a lucky strike which will suddenly transform him 
nto a man of great wealth. But experience has 
lhown that so-called get-rich-quick opportunities 
aight better be characterized as lose-your-principal- 
Itimately securities. 
| Sometimes the incredulous investor is heard to 
emark “I wish my banker would tell me what he 
‘uys himself, instead of what he thinks is good for 
ae.” If the banker in his own investments some- 
‘mes departs from the standards of financial recti- 
ide, he does so consciously, knowing that he is 
ssuming larger than ordinary risks. Investment in- 
allibility, especially as one strays from the ob- 
‘iously high grade issues, does not exist and finan- 
ers on the very inside ‘eG a proposition frequently 
[eejadge its prospects and opportunities. 

| Frequently the lay buyer of cats and dogs—as 
ae lowly in the security world are known—entrusts 
is funds knowing his prospects of success are no 
‘reater than one in a hundred, but, swept by the 
ambler’s instincts, he prefers the unlikelihood of 
fatins a “killing” to the certainty of 5 per cent. 
| [67] 
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An individual of such tastes might better vent hr 
passions in the lotteries and at the gaming tables 
Where these gambling devices are permitted to oper 
ate in accordance with the laws of chance, he face 
better prospects than as a consumer of beautifully en 
graved certificates reflecting nothing but the fals 
promises of blue sky promoters. 

There is of course, no economic justification fo 
gambling. Apart from the ethics of the case, gam 
bling is an economically wasteful activity. It is di! 
ferent in kind from speculation. Speculation, whic 
is inevitable in this world of uncertainties, entails th. 
assumption of necessary risks, such as the hazard ¢ 
to whether the next wheat crop will be large or sma 
or whether the demand for automobiles will be great 
or less than in the previous season. Such econom 
risks exist in the nature of things and the busine 
man or farmer can in a measure shift them to spe 
ulators whose role it is to assume hazards and for 
cast the future. 

Gambling, on the other hand, entails the assum 
tion of unnecessary risks, such as whether a toss 
coin will show the head or the tail or whether o1 
thoroughbred will trot faster on a race course thi 
another. No one has to undertake such hazards ai 
the gambler, unlike the speculator, is relieving 1 
one else in assuming them. 
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Investment is entirely different from gambling, 
yut differs only in degree from speculation. Invest- 
mg represents a quest for safety of principal and 
issured regularity of income, whereas in speculation 
he incentive is to attain an appreciation of principal 
‘ather than mere security. 
| Men otherwise intelligent, who in their financial 
‘elations become intoxicated with the hopes of ex- 
‘essive gain, frequently place their funds consciously 
n unpromising and far fetched speculations. They 
vill buy almost anything that a plausible promoter 
resents because they are acting on the theory that 
he law of averages is certain eventually to bring them 
lomething good and that the one success will more 
‘han pay for the thousand failures. Silly reason- 
‘ng! In order to be sure the law of averages would 
‘wentually lead one to the financial paradise it might 
Ne necessary to live ten thousand years. More- 
‘iver, the average worth of valueless securities is zero. 
| Get-rich-quick propositions are always seemingly 
(m the bargain counter. Those promoting them per- 
‘etually send stock salesmen into the cities and into 
ihe countryside. Common sense would indicate even 
0 the inexpert buyer that those with a proposition ' 
ihat assured quick riches would not need to employ 
lecurity peddlers to unload stocks by high pressure 
gethods on an unwary public. 
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CHAPTER IX 
INVESTING WITHOUT RED TAPE 


Conveniences of preferred stock. 


Standard Oil preferred stock is better than most bond 
United States Steel preferred is an investment security ¢ 
great strength. Still preferred stock investment is not t 
be made without watching the business. If things g 
wrong, there is little equity, as debts must be paid: firs 
If things go poorly, the lapse of dividends is apt to k 
longer than expected—MorreL W. GAINEs. 


PREFERRED stocks of strong companies are lik 
common shares in form and like bonds in spirit. 

Ordinarily, preferred issues are wholly unsuite 
for builders of financial castles in the air who @ 
pect untold riches from a small investment. Usual 
the return on preferred shares is definitely limite 
to 5, 6, 7, or 8 per cent, as the case may be. Thos 
who dream fantastically of infinitely larger returt 
(with corresponding risks) must turn to comme 
shares, where the dividends are limited only by th 
capacity of an enterprise to make money. | 

Preferred shares, like common, represent a partne 
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ship interest in a business concern, not a debt, like a 
bond. There is no legal obligation for directors to 
declare dividends on preferred shares, except that 
none can be paid on the common before the stipulated 
payments on the preferred have been made. In the 
tase of bonds, on the other hand, where the interest 
‘tate is fixed at a definite rate, payment must be paid 
promptly, or the security héldaus can throw the com- 
pany into receivership. 

! 

_ To a legalistically minded person it sometimes ap- 
pears that preferred shareholders must assume all 
he risk of failure and depression, without the com- 
vensating feature of unlimited returns, such as com- 
on shares have, in case of an overwhelming period 
o£ prosperity. In this pragmatic world, however, 
t frequently happens that preferred shares of well 
inanced companies receive dividends without inter- 
‘uption all through the ebb and flow of the busi- 
aess cycle, whereas common shares, which some- 
ames partake of the réle of prince and sometimes 
if pauper, receive only intermittent payments. 

| The mere names of securities, taken by themselves, 

ae likely to be highly deceptive to the amateur. 
*referred stocks of a company, such as the National 
Biscuit Company, are at present the senior securities, 

vith no bonds outranking them, and are strongly 


afeguarded by large assets and hae earning power. 
| [71] 
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On the other hand, each day promoters are offerin 
so-called preferred shares which capitalize merel 
their hopes, aspirations, and hot air. Legal di 
tinctions in the last analysis mean little to the investo: 
who must tear through the maze of pretense to th 
reality of the corporation behind the stock—its phy; 
ical properties, its character of management, and i 
financial history and outlook. 

In the case of well established corporation: 
which have tangible property behind every dolla 
of their securities and whose preferred share 
have a long dividend paying record, directors a1 
disposed to look upon preferred shares as investme! 
securities which have been bought primarily for re 
ative safety of principal and assured regularity ¢ 
income. On the other hand, they frequently regat 
their common shares as speculative, indicating th 
the holders are consciously assuming larger rish 
in the hope of extraordinary returns. Thus, whe 
financial storms blow up, they are infinitely less r 
luctant to pass the common dividend than the pr 
ferred. Moreover, they will readily dip into surplu 
which represents the accumulation of excess earnir 
in the past, to keep up their preferred disbursement 
whereas they would hesitate to do so in case of div 
dends on common stocks. 

Moreover, most preferred shares are cumulativ 
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rhich means that in the case of default of dividends 
he back payments must be made up before any 
isbursement can be made on the common shares. 
'referred shares have preference over the common 
rdinarily, not only in respect to dividends, but also 
a reference to assets in case of the dissolution of 
te company. Non-cumulative preferred shares are 
titled to the preference as to dividends only at the 
ime they are scheduled to be paid. In case of de- 
ault, the back payments are forgotten.? 

| Unlike bonds, preferred shares usually involve no 
bligation on the part of the issuing corporation to 
deem them at a stipulated date at their face value. 
'sually they nominally can remain outstanding for- 
ver, although frequently the company retains the 
rivilege of redeeming them at a stipulated price, 
sually above par. The fact that bonds represent 
0 obligation which must be paid off in full at the 
taturity date makes fluctuation in the price of high 
tade bonds of purely theoretical significance to the 
ermanent investor. In the case of stocks, however, 
te security holder can reimburse himself, ordinarily, 







*In the U. S. Cast Iron Pipe & Foundry case, however, the Court 
Errors and Appeals in New Jersey held (Oct. 1924) that owners 
 non-cumulative preferred stock have a claim on a given year’s 
vidends if earned, even though not declared, and that no common 
vidend may be paid until such disbursements are made to the 


jeferred stockholders. 
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only through selling the issues for what they will 
bring at the open market place. 

As compared with bonds, preferred shares of the 
same companies usually bear a higher rate of returr 
to the investor. Moreover, unlike bonds and like 
common stocks, preferred shares are free from the 
normal income tax. Furthermore, whereas interes 
coupons on bonds must be clipped and presented fo 
payment, dividends are sent through the mail to stock 
holders. As compared with common stocks, pre 
ferred are more attractive in cases of corporation 
of stabilized and relatively certain earning powé 
than of concerns whose profits are a thing of grea 
uncertainty. Unless the investor is reasonably sur 
of getting his dividends on preferred shares, he migh 
better acquire the common and place himself in 
position to receive large returns in a case of suc 
cess. Better still, he might eschew buying the securi 
ties of a corporation whose earning power is a matte 
of conjecture. 

Frequently the voting power of a corporation rest 
solely with the common stockholders. To the smal 
investor the lack of a franchise makes little practica 
difference, but to large interests it is often a contro 
ling factor in choosing between common and pre 
ferred shares. Often a provision is made that, i 
case of inability to pay preferred dividends for 
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stated period, preferred shares gain voting power 
which the common shares lose. 

_ In general, railroad and public utility corpora- 
tions, whose earning power is restricted by law, lend 
themselves to preferred stock issues, because they 
nave stability of earning power which preferred 
shareholders desire. Industrial corporations, on the 
other hand, with unlimited theoretical earning power, 
out without the stability of a regulated monopoly 
ire more essentially speculative and make their ap- 
deal primarily to buyers of common stocks. 


| 


| In buying preferred shares of an industrial promo- 
jon, the security buyer would be assuming tremen- 
lous risks without the hope of commensurate return. 
And yet, in the case of strongly entrenched industrial 
‘orporations with a commanding position in their 
ield, preferred stocks such as those of the National 
3iscuit Company, United States Steel Corporation, 
American Car & F oundry Company, American 
‘obacco Company, and American Bank Note Com- 
‘any are suitable for investment purposes and are 
urpassed by few, if any, railroad and public utility 
referred issues. 

| The individual investor in quest of sound securi- 
‘es is scarcely interested in exceptions and nega- 
‘ons. He is less concerned with the difficulties of 
eneralization than with the setting up of guideposts 
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which enable him to separate the sheep from th 
goats in the investment world. 

As a practical rule of thumb guide to good pre 
ferred stocks, the following tests are suggested; 

1. Would there be adequate tangible property bi 
hind the preferred stock, after all the bonds and othe 
debts of the corporation were paid off? 

2. Is the demonstrated earning power over a péi 
iod of years—not the prospective or “maybe” eari 
ing power—equal to the preferred stock dividena 
with an ample margin to take care of fluctuations 1 
the normal business cycle? 

3. Is there a substantial block of dividend payin 
common stock junior to the preferred outstandin 
to assume the shocks and speculative risks of th 
business? 

4. Does the company occupy a commanding or « 
least a superior place in its indusiry? 

5. Is the company engaged in an essential and re 
atively stable and permanent industry? 

6. Is the preferred issue safeguarded by priori 
as to assets, by at least conditional voting power, lt 
cumulative provisions, by a power to veto propose 
obligations which would have a prior claim on eari 
ings and assets? 

7. Is the preferred issue callable and is the r. 
demption price above the present market value? 
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CHAPTER X 


INVESTMENT PROGRAMS FOR RICH 
AND POOR 


_ Specific recommendations for the workingman, the 
‘Usiness man, the lawyer, the doctor, the minister, 
nd other classes. 


If you want to know whether you are destined to be a 
iecess or failure in life, you can easily find out. The test 
‘simple and it is infallible. Are you able to save 


loney ? If not, drop out. You will lose. You may 


tink not, but you will lose as sure as you live. The seed 
E success is not in you.u—JameEs J. Hitt. 


“To the uninitiated it would appear that the in- 
estments needs of all two-legged mammals are pre- 
isely the same. Before careful analysis of the 
toblem, one might assume that securities are either 
dod or bad, sound or unsound, and that the bonds of 
‘solvent corporation would be suitable for the race 
‘ack man, the club woman, the scientific bridge 
layer, the widow dependent upon the income from 
‘curities, and the prosperous man of business. 
lowever, in the investment world, what is sauce for 
le goose may not necessarily be sauce for the gander. 
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A successful business man may, let us assume 
place funds in an experimental concern, which seem 
destined to produce no dividends for five years bu 
which later is likely to yield profits out of the ot 
dinary. Perhaps it is a scheme for taking the frying 
pan sizzle out of radio receiving sets. Not need 
ing the funds thus tied up in illiquid securities, h 
can afford to wait, particularly since he derives sat 
isfaction from the fact that he pays no income tax 0 
the expected gradual enhancement in the real wort 
of his venturesome capital. In the midst of the de 
velopmental process the business man dies. Hi 
main source of income—his enterprise as a cloth 
ing manufacturer—dries up instantly with his de 
mise. Having to raise two young children, hi 
widow must live economically on the income from 2 
vestments made up out of the life insurance fun 
which her husband has provided. ; 

The experimental enterprise yields nothing cu 
rently and she cannot afford to wait. Ordinaril 
such securities can find no ready buyer, and only luc 
will enable her to sell out her holdings even at 
sacrifice and transfer her funds into the senior § 
curities of proven ventures which assure a limite 
return but promise less than the innovation. ‘| 

In a rough sense, all securities fall into two broz 
classes—those that make good and those that with 
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and fade into worthlessness. Individuals endowed 
with the dubious advantage of hind-sight sometimes 
feel that, since a particular eight per cent bond 
carried out all the promises of the borrower, an in- 
dividual who eschewed the high yielding security 
and bought instead a Government bond was cheated 
out of a part of the earning power of his funds. 
_ That assumption is based on delusive reasoning,— 
it is equivalent to asserting that a man who has in- 
sured his house against fire for three years wasted 
his expenditure if the house failed to burn down dur- 
ing that period. The buying of fire insurance was a 
‘ecognition that the owner had either to assume the 
jazard of fire or transfer the risk to an insurance 
sompany which would relieve him of all danger of 
‘oss for a specified premium. Risk also exists in 
he realm of securities. 

_ The basic rate on a bond, which in the United States 
S approximately the last rate paid by the United 
States Treasury on its new obligations, is rent for 
he use of money. It is the pure interest rate and 
onsists of a reward for the individual who abstains 
rom spending his surplus funds. Let us assume 
aat rate to be four per cent. If that is the basic 
Aterest rate, why do certain foreign governments and 
Omestic corporations simultaneously issue bonds 
earing six, seven and possibly even eight per cent 
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interest? The differential represents primarily a 
premium to cover the extra risk involved in the fact 
that the promises of the borrower are less likely to 
be carried out than are those of the United States 
Treasury, whose credit represents par. 

Sometimes the added risk is potential only and the 
eight per cent bond pays out, just as the house that 
is insured against fire may escape the machinations 
of an incendiary or the hazards of carelessness. 
Since there is no absolute yardstick for measuring 
investment risk, the expert buyer of securities, by 
discriminating among the whole range of possible 
outlets for surplus funds can find securities which 
make an undue allowance for the additional rit 
entailed. 

Sometimes the spread in the prices of various 
bonds reflects prejudice as well as an intelligent 
weighing of the factors involved. Supply and de- 
mand are economic twins which influence the prices 
of shoes and ships and sealing wax and they also 
sway the quotations on securities. Sometimes de- 
mand is artificially inflated either by waves of pop- 
ular enthusiasm or by fiats of legislatures. For ex- 
ample, the various states in the United States specify 
in great detail the kinds of securities that are legal 
investments for savings banks and trustees. The 
mere fact that a bond falls under this classification 
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immediately widens its market and tends to raise its 
price as compared with a security of equal merit 
which does not happen to fall within the same arbi- 
trary boundaries of the law. 

Moreover, certain obviously excellent securities, 
such as Atchison general 4s, are so frequently rec- 
ommended by bankers and newspapers that their 
price reflects their popularity. Furthermore, se- 
curities of this type whose worth is appreciated by 
the expert are in negligible supply, for those who buy 
them keep them securely tucked away in safe deposit 
boxes during their whole span of existence. 

On the other hand, bonds like the Canadian Na- 
tional Railway issues, which are guaranteed uncon- 
ditionally as to principal and interest by the Canadian 
Government, sell at a slightly more advantageous 
price than they otherwise would because they are not 
legal investments for savings banks and trustees in 
New York State and some of the other principal com- 
monwealths. Prejudice and superstition are factors 
in price too, for market quotations are simply the re- 
flection of the collective financial mind which is oc- 
casionally subject to human error. 

) Many bond buyers dislike a bond selling at a 
premium because a smaller principal sum is returned 
when the bond matures than was originally invested. 
Thus a premium bond of a given corporation fre- 
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quently sells on a higher and more attractive yield 
basis than a discount bond of identical character ol 
the same or a similar borrower. The investor whe 
understands his problem each year amortizes (or al 
lows for the eventual wiping out of ) the premium an¢ 
finds a premium bond in every way as desirable 
from the investment standpoint, as an obligation ac 
quired below par. 

Each intelligent investor must formulate his ow 
program. He himself best knows when to adhen 
to “safety first” and when to become astutely ven 
turesome. ‘ 

In the modern scheme of economic affairs thi 
wheels of industry would stop if every buyer of se 
curities confined his purchases exclusively to hig] 
grade investments. Risk is inherent in trade, wher 
uncertainties of forthcoming crops and accidenta 
forces such as floods, earthquakes and wars perpél 
ually deflect the normal flowing of the tides of com 
merce. But, although hazards must be assumed b 
someone, the risk and dangers of experiment ani 
innovation ought to be undertaken by those qualifie 
to do so. The workingman with only an accumul 
tion of $500 to separate him from poverty, and th 
widow who would have to lower her standard of liy 
ing if a few dollars went astray, are obviously ne 
the ones to do so. Risk can best be borne and th 
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lazards of speculation assumed by those endowed 
vith sufficient monetary resources and financial in: 
elligence. Individals on the border line who cannot 
fford to lose should select securities involving a 
ainimum of risk. 

Generalizations in this field are likely to be of lit- 
le practical use. Instead in this chapter the spe- 
ific requirements and peculiar needs of different 
lasses in the community will be analyzed. Defi- 
tite suggestions of suitable stocks and bonds for 
nen and women of all degrees of wealth and affluence 
vill be made, but the reader is cautioned to check 
Ib on the desirability of individual securities at the 
ime of investing in the light of altered conditions. 
‘he recommendations made in this chapter are based 
m conditions at the time of this writing. However 
ince finance like all human institutions is subject to 
he law of flux, prudent investors should regularly 
ake inventories of their holdings and examine their 
vorth in the light of fluctuating economic conditions. 








I 
How the Workingman should Invest his Funds 


Relatively high wages in the United States, es- 
vecially during periods of prosperity, should enable 
he wage earner to save at least a small share of the 
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contents of his weekly pay envelope. The working- 
man’s thrift fund represents part of the fruits of past 
labor saved up for future enjoyment—or use. It 
is the margin which would save him and his family 
from being dispossessed of their home in case of 
unemployment, caused either by general economie 
conditions or by illness or misfortune. It is the 
small fund which would assure adequate medical 
attention for the children in case of illness. It 1s, 
in short, the small stake of the ordinary individual 
in the colossal wealth of the United States. It is 
a fund to be nurtured carefully at the outset and 
protected for the legitimate uses of the workingman 
and his family. ‘nal 

In selecting investments the wage earner, who, 
presumably, is untrained in the ways of finance, 
should set out to attain primarily safety of principal 
and assured regularity of income. f 

Any conscientious banker or competent financial 
editor of a reputable newspaper is always glad to give 
impartial and intelligent advice to the new investor. 
But they are less dramatic and less emotional in theit 
approach and less extravagant in their promises than 
a whole corps of vicious and dishonest self-seeking 
fakers who, unable to allure funds from the finan: 
cially literate man of affairs, make their facile and 
vicious fortunes from misleading men and women of 
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‘small means. The Ponzis, the “Doc” Cooks, the 
‘Pandolfos, and even the more subtle tricksters and 
‘swindlers of finance promise or suggest huge returns 
‘from small investments. 

- Anything can happen in this world of infinite pos- 
sibilities, but the record of statisticians of promotions 
shows that the mortality rate of such new ventures 
Js inordinately high. High yields and speculative 
‘promises are signposts indicating danger. Any se- 
‘curities yielding more than the current return on 
‘United States Government bonds entail additional 
tisk. Some of the better grade and better known 
government securities, however, are for all practical 
purposes safe and suitable even for individuals in 
quest primarily of safety. 

It has become relatively easy for the workingman 
to get sound advice as to what securities he should 
buy. A more difficult problem is that of controlling 
dangerous impulses, extravagant tendencies and 
slovenly habits in his own household. 

| Thrift is seldom likely to be effective unless it 
becomes automatic. It is better to save a dollar a 
week, for example, than two or three dollars one 
week and nothing the next. Man is a creature of 
habit and psychologists agree that good habits can 
become as much a part of the automatic equipment 
of an individual as bad tendencies. 
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Funds accumulating with unbroken regularity 
increase with amazing rapidity. The compound im 
terest table does more spectacular things than the 
ordinary promoter can ever hope to achieve. For 
example, if a workingman should buy a sound sia 
per cent bond to-day and reinvest his interest reg: 
ularly his principal would double itself in less than 
twelve years. 

Investments represent labor saved up. The in 
dividual who lives from hand to mouth is rushing in 
evitably toward personal bankruptcy and ruin. He 
is failing to make provision, in accordance witl 
modern accounting practice, for depletion and de 
preciation of his physical machine which, like every 
thing else, is certain to run down and become 
impaired eventually. Every corporation sets up re 
serves against the unavoidable wearing out of it 
equipment. The intelligent individual does the samt 
by laying aside a definite portion of his annual earn 
ings as a fund to finance his retirement to take car 
of him at a time when natural or premature ineffi 
ciency overtakes him and he lacks the capacity t 
stand up as he does at present in the relentless com 
petition of the workaday world. , 

If the workingman had a definite contract with thi 
Almighty as to the duration of his stay on earth h 
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aight conceivably find acceptable substitutes for life 
asurance. But, since at any moment a thoughtless 
ixi driver or a streak of lightning may terminate 
is stay on this planet, his only certain means of 
uilding up a fund to take care of his dependents 
fter his departure is insurance. Stripped of non- 
nse and selling talk, insurance is nothing more than 
collective scheme which turns the great gamble of 
ye span of an individual life into the statistical cer- 
tinty of the expectancy of a large group. 

Life insurance should be the first consideration. 
'nless the individual can afford the luxury of frills, 
ie ordinary life policy is always the most attractive. 
! savings bank account which represents a share in 
| diversified collection of high-grade investments 
Yould come next. Though the yield is only four 
er cent the element of safety is high and the fund 
an ordinarily be immediately drawn upon in case 
f emergency. 

Building and loan shares which offer a means of 
iving a definite amount each month and which also 
acilitate the ownership of a home, are convenient 
ehicles of thrift for the individual of small means 
tho in this way can accumulate systematically in 
mounts from a dollar a month upwards. 

_ Automatic saving is made possible by a number 
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of corporations which, in order to create more b 
man relationships with their workers give them + 
pecially convenient opportunities to acquire ownt 
ship shares of the business for which they wo1 
Many corporations, in order to help their employe 
get on in the world, arrange to divert a small part 
the weekly pay into a fund by which the individu 
acquires part ownership of his employer’s busine! 
The sociological advantages of such an arrangeme! 
in so far as it stimulates the interest of the work 
in his daily task and humanizes the relationship | 
tween employer and employee, make it desirable f 
the worker to tie up at least a small part of | 
capital in such stock provided it is sound. 

However, ordinarily such arrangements are or 
for the acquisition of common stock, too much 
which would weaken the investment structure of t 
worker who ought to have a large proportion of I 
funds in higher grade securities, particularly sin 
an acute depression might not only deprive him 
his job but of dividends on the stock of his employ 
at the same time. A principle of investment safe 
is diversification, which means scattering thrift fun 
in various localities and various types of econor 
activities so that if perchance one goes wrong t 
others are likely to remain solid. 


Except for shares of the company for which | 
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orks, the workingman, as a general rule, should 
ichew all stocks and bonds which are even mod- 
ately speculative. He should shun promotions 
id untried schemes. He should select primarily 
und bonds and perhaps a few preferred stocks and 
ould buy them through his savings bank, com- 
ercial bank or through a broker recommended 
ther by a banker or some other impartial individ- 
1 equally competent to pass upon the ethics and 
nancial standing of the broker.’ 

‘The following list, plus life, insurance epitomizes 
ie foregoing investment suggestions for the working- 
an. The investment of $300 in each of the fol- 
wing seven bonds, and $200 in each of the pre- 
rred stocks, would give an annual yield of $162 * 
i an investment of $3,100. 


Bonds 


uited States Treasury 414s 1952 
| ain First Mortgages 


See Chap. XII, “How to Select an Honest Broker.” 

' The return on the investment in this and other lists in this 
apter is figured on the basis of prevailing prices in the middle 
August 1924. Readers can ascertain current quotations from 
daily. newspaper, and are cautioned that this list and others 
this chapter are intended merely to illustrate the general prin- 
les involved. They are not intended as suggestions suitable for 
| individuals in perpetuity. The investor, desiring to.act on these 
“ommendations in subsequent years, should check up on the cur- 
at conditions of the companies mentioned. 
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Building and Loan Shares 

Canadian Pacific Debenture 4s 

New York Central Refunding and Improvement 5s 20] 
Niagara Falls Power 5s 193 
Chicago Union Station 614s 196 


Stocks 


United States Steel 7% preferred 

National Biscuit Company 7% preferred 
Western Electric Company 7% preferred 
Atchison, Topeka and Sante Fe, 5% preferred 
New York Telephone 614% preferred 


II 


How Widows and Orphans Should Invest thei 
Capital 


In the encyclopedia of bunk, on which the financi 
propagandist draws heavily for his inspiration, mu¢ 
appears about injustice to the widow and orphai 
Every time a legislator arises to wreak vengeance 0 
a corporation entity, the chorus of defenders ¢ 
things-as-they-are clamors loudly about the poe 
widows and orphans who will suffer from unwa 
ranted punitive efforts. Of course, if well advise 
widows and orphans will avoid speculative securiti 
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‘hich are sensitive to the ebb and flow of commerce 
nd the influence of politicians. Such immunity 
rom the hazards to which all business is subject can 
@ attained only in a relative sense. 

_ Lord Leverhulme, British soap manufacturer and 
ne of the wealthiest individuals in the Old 
Yorld, is an orphan and Mrs. Russell Sage was a 
‘idow. But in the sense in which the problem is 
ere treated, securities will be selected suitable for 
‘idows and orphans of limited financial resources. 
rooks and charlatans eagerly read the death notices 
\ newspapers and are on the alert to separate 
nfortunate widows and orphans from their be- 
‘aests. 

Forced to live on the return from a relatively small 
ipply of capital, the widow and orphan are beset 
ith temptations to attain the largest yield consistent 
4th safety. But the person in this class should 
smember that, generally speaking, the degree of 
\fety declines as the yield rises. A security promis- 
3 a high return, which, in human terms, might mean 
few luxuries and greater comfort, might in reality 
ting about the loss of principal which would ruth- 
‘ssly cut down the standard of living. Tragic ex- 
rience over a long period of years has revealed 
iat it is a good policy for the widow and orphan, un- 
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tutored in the ways of business, to select primari 
high grade securities. Those stocks which represe 
little more than the aspirations, hopes and hot air) 
speculative promoters are not for individuals in the 
economic circumstances, 

Liberty bonds are the ideal security for persons 
this category and after them the underlying oblig 
tions of the most ably managed domestic railroac¢ 
industrial and public utility corporations. 

The following list is suggested. The investment 
$400 in each of the following bonds, and $400 in ea! 
of the following preferred stocks would give a yie 
of $237.84 annually on an investment of $4,800. — 





Bonds | 
First Liberty 444s 19 
Guaranteed First Mortgages 
Union Pacific Refunding 4s 20 
Pennsylvania Railroad General 414s 19 
United States Steel Sinking Fund 5s 19 
Canadian Government 5s yy 
United Kingdom 514s 19 
New York Telephone 6s 19 
Province of Ontario 5s 19 

Stocks 


General Electric Special 
United States Steel preferred 
Union Pacific Railway preferred 
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Ill 


mw Clerks and Other Salaried Workers Should In- 


vest their Savings 


The white-collared worker, whose income is fre- 
ently no larger than that of the man in overalls, 
es a slightly different problem, for he is frequently 
a somewhat better position in respect to financial 
lgment and information. His education and prac- 
il experience have better fitted him intelligently 
‘ollow the trend of business conditions which affect 
value of securities. He can, therefore, legiti- 
tely hold securities entailing a moderately higher 
sree of risk than one to whom the current symbols 
finance offer no clue as to the meaning of trade 
les and their effect on the intrinsic worth of stocks 
| bonds. 
Moreover, there is ordinarily greater stability to the 
ployment of the clerk, the bookkeeper, the secre- 
7, the file clerk and the junior executive than to that 
he workingman whose fate in times of depression 
requently unemployment. The clerical classes in 
Iding up their thrift fund are frequently misled by 
e interpretation of stray gossip picked up during 
daily routine. A conversation overheard, a 
nce remark from a department head or the tip of 
ellow clerk frequently are allowed to determine 
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his financial program instead of an intelligent analy: 
of his own needs and the surest methods of attaini 
his goal. Inside information which at best is fraug 
with hazard may be of some use to the speculat 
but to the investor who is in quest, not of appreciati 
of his capital, but rather of safety of principal a 
regularity of income, it is likely to be of lit 
assistance. 

The following list is suggested. The investment 
$400 in each of the following bonds and $200 in ee 
of the following stocks would give a yield of $274. 
on an investment of $5,200. 


Bonds 
First Liberty 444s 1947 
United States Treasury 414s 1947-1! 
Building and Loan Association 
Delaware & Hudson first 4s 1943 
Southern Pacific-Frisco Terminal 4s 1950 
Montana Power 5s 1943 
New England Telephone Company 5s 1952 
Swiss Government 8s 1940 
Cleveland, Cincinnati, Chicago & St. Louis 6s 1929 
Stocks 


Consolidated Gas of New York Preferred 
New York Telephone 614 preferred 
Corn Products 7% preferred 
American Car & Foundry 7% preferred 
Illinois Central 6% preferred 
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Niagara Falls Power 7% preferred 
American Telephone & Telegraph 
Atchison, Topeka & Santa Fe common 


) 

| IV 

Tow a Small Business Man Should Invest His Savings 
_ The small business man assumes the hazards of 
rade in his own enterprise and is in that sense a com- 
nercial speculator. In building up an independent 
aray of investment securities on which he can draw 
n case of trouble in his own business or in case of 
‘mergency in his family, he should select securities of 
thigh grade. 

For his purposes ready marketability and a high 
ollateral value are important considerations. On 
hort notice he may need additional cash for his busi- 
less or personal expenditures and he must have secu- 
ites which can be quickly realized upon either 
rough sale at the market place or by means of a 
oan secured by the stocks and bonds at the bank. 
‘herefore, he should have among his holdings a large 
‘oportion of issues which are listed in the New York 
tock Exchange or which have a ready market over 
te counter. Lacking ready salability, otherwise 
ound securities might be unsuited to his peculiar 
eeds. 

Moreover, since he is speculating in his own busi- 
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ness, he has little to gain in placing his thrift funds 
at the disposal of other speculators at the heads of 
corporations whose securities are sold to the public 
Instead he should seek primarily safe bonds and the 
best grade of preferred stocks. Finance as con 
ducted at present constitutes a highly specializec 
activity and the fact that the small business man ha: 
made a success in his local butcher shop or grocer} 
store, is no indication that he can succeed in out 
guessing the professional traders and insiders t 
whom speculation in stocks is a regular business. 
The following list is suggested. The investmen 
of $300 in each of the following stocks and bond 
would give a yield of $256.23 each year on $4,500 


Bonds 
Liberty First 414s 1933-193: 
United States Treasury 414s 1947-195: 
New York Edison 614s 1941 
Canadian Northern 6's 1946 
Chesapeake & Ohio Railroad General 4%s 1992 
Dutch East Indies 6s 1947 
Kingdom of Sweden 6s 1939 
Southern California Edison General Refund- 
ing 5s 1944, 
Stocks 


Endicott-Johnson 7% preferred 
Western Electric 7% preferred 
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Thesapeake & Ohio 644% preferred 
American Telephone & Telegraph 
Brooklyn Edison common 

United States Steel common 

New York Central common 


| Vv 
How a Business Man Should Invest his Surplus 
Funds 


An investment scheme is the means by which the 
dusiness man can avoid putting all his eggs in one 
yasket. The successful individual who controls an 
mterprise as sole proprietor sometimes will want to 
nerease his outside holdings relatively, and at other 
tages of the business cycle will desire to draw funds 
rom his investments for his business needs. At 
ither times seeing danger signs ahead in business he 
vill strive to reduce his Inventories, turning mer- 
‘handise into cash which will go temporarily into 
ound outside investments. 

_ For a fund which can be quickly drawn on when 
equired a high degree of marketability of securities 

s essential. For balance sheet purposes, securities 
re only one stage removed from cash on hand and 
hould be such as can be immediately sold at the 
tock market or used as collateral for bank loans. 
neidentally the banks will ordinarily make col- 

[97] 


Common Sense of Money and Investments 


lateral loans only on securities which are listed o 
a stock exchange and regularly quoted in the news 
papers. . 

For his secondary investment needs—consistin 
of surplus funds which his own business is not likel 
to need—the business man’s expert knowledge o 
economic conditions enables him to hold securitie 
bearing a larger element of risk than so-called hig 
grade issues. For example, he can consistently a 
quire in times of approaching prosperity stock 
whose dividends depend on current earning powé 
and get rid of them when he sees indications ¢ 
an approaching depression. Every prosperous bus 
ness man, however, is not necessarily a shrew 
reader of the financial weather reports and, if 
lacks the capacity for detecting approaching ec 
nomic storms, he should concentrate mainly o 
securities whose earning power continues even du 
ing recession. | 

The following list is suggested. The investme 
of $1,000 in each of the following bonds and stoel 
would give a yield of $975.40 on an investment ¢ 
$17,000. 


Bonds 
First Liberty 414s 1947 
United States Treasury 414s 1947-19 
New York Telephone 6s 1941 5 
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fere- -Marquette First 5s 1956 
outhern Railway First 5s 1994, 
treat Northern 7s 1936 
tn of Norway 6s 1952 
tandard Oil of New York 614s 1933 
ell Telephone of Pennsylvania 5s 1948 
| I Stocks 


lay Compahy preferred 


‘eneral Motors 7% preferred 

ew York, Chicago & St. Louis preferred 

‘ion Pacific common 

merican Telephone & Telegraph 

iggett & Myers Tobacco 

festinghouse Electric & Manufacturing common 
merican Car & Foundry common 


VI 


low the Business Woman Should Invest her Surplus 


| Funds 


_Woman’s financial place is in the safest of in- 
estments, according to the Wall Street credo. A 
ow defunct brokerage house which circumstances. 
pmpelled to assert its high morals used to boast 
lat it would not accept accounts from women. Thus, 
espite the demonstration of the obvious by capable 
‘omen bank officials and bond sellers, the traditional 
ivestment adviser continues to associate women with 
nbeciles and minors. 
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Sex should be no factor in selecting investments 
Risk should be assumed in proportionas the securit} 
buyer is financially and intellectuallr able to un 
dertake the hazard. 

Each individual investment problem slould be de 
cided on its own merits, and those in que t of advie 
should describe the special facts which co Mition thei 
requirements. But, in the name of the sovereig 
female voters of the country, let the financial worl 
realize that some women are better equipped wit 
capital and brains to accept higher yielding secur 
ties than innumerable men. The theory was so lon 
held that woman’s place was outside the Stock FE: 
change that men naturally understood the working 
of speculative machinery better than women. 

Entirely aside from questions of sex, only th 
specially gifted should seek to risk the dangers ¢ 
speculation. Irrespective of whether widows or 0: 
phans, the vast majority of folk would do better t 
invest in sound bonds than in alluring yet evanescet 
stocks. Decisions in such matters, however, shoul 
be made without regard to race, creed, color or pr 
vious condition of servitude. By her intelliger 
adaptation to the modern financial and business worl 
the modern woman has compelled candid observei 
to answer in the affirmative Alice Duer Miller’s iu 
quiry, ““Are Women People?” 
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| The old superstition that it was sinful to sell a 
woman anything more hazardous than a United 
States Government bond is fast vanishing. For the 
woman who reads the financial pages of well edited 
ewspapers and who earns her living in the illuminat- 
ing give and take of commerce is capable of holding 
a more diversified list of investments. However, 
she should lay the foundation of her investment 
structure with solid rocks consisting of securities of 
the highest grade. Bonds with a slightly smaller 
Jegree of safety and good preferred stocks may be 
required later. 

| For the woman of financial training who has sufh- 
tient leisure to keep in touch with her holdings, the 
‘ollowing list is suggested. The investment of $500 
nm each of the following stocks and bonds gives a 
tield of $394.50 on an investment of $7,000. 
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|! am Bonds 
‘irst Liberty 414s 1947 
Jnited States Treasury 414s 1947-1952 
2anadian Northern 7s 1940 
\tlantic Coast Line first 4s 1952 
lumble Oil 5s 1932 
| Stocks 





‘onsolidated Gas 6% participating preferred 
indicott-Johnson 7% preferred 

thesapeake & Ohio 644% preferred 
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American Tobacco 6% preferred 
Pere-Marquette 5% prior preference 
American Telephone & Telegraph 
Atchison, Topeka & Santa Fe common 
Brooklyn Edison common 

Western Union common 


Vil 


How the Teacher and Minister should Invest thei 
Savings 


The vocations of leading men out of the purgator 
of ignorance and of pointing out to adults and chi 
dren alike the sundry roads to paradise are far n 
moved from the throbbing excitement of the mark 
place. Accordingly, many intelligent members ¢ 
the learned professions paradoxically enough a1 
easy prey for venders of gold bricks and hot ai 
Sucker lists are generously studded with D. D.’s an 
Ph. D.’s. 

Too many unprosperous teachers and minister 
whose income is to a large extent psychical and onl 
partly financial, think that escape from a life « 
drudgery and economy is to be found through actir 
on the suggestive fairy tales of promoters of wilde 
oil companies, mines that probably never will | 
worked, and tire companies that produce only i 
flated selling talk. | 
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_ Men and women of these professions who are or- 
inarily without specialized financial or business ex- 
ierience should buy only securities of the higher 
rades. Life insurance and annuities should form 
| conspicuous part of the investment program of 
ie teacher and minister. Various beneficial organ- 
tations serve the teaching and clerical professions, 
dmetimes at a lower figure than ordinary commer- 
ial companies. The Carnegie Foundation provides 
ensions for certain groups of teachers after the re- 
Tement age. 

Besides the foregoing, the following list is sug- 

ested. The investment of $500 in each of the fol- 

ywing bonds and stocks would yield $408 annually 
n an investment of $8,000. 


| Bonds 
irst Liberty 414s 1947 
nited States Treasury 414s 1947-1952 
uaranteed First Mortgages 
nion Pacific First 4s 1947 
ew York Telephone 414s 1939 
nited Kingdom 514s 1937 
anadian Northern 614s 1946 
oronto Harbor 414s 1953 
: Lorillard 5s 1951 
Stocks 


ational Lead 7% preferred 
ational Biscuit 7% preferred 
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United States Steel 7% preferred 
General Electric Special 6% stock 
Western Electric 7% preferred 
National Bank of Commerce stock 
Bankers’ Trust Company stock 


Vill 


How Physicians and Dentists should Invest the 
Savings 


Security fakers act on the theory that experts 
physiology and medicine are mere innocent babes 
the realm of investment finance. Physicians ai 
dentists as a class have been the special prey of ill 
gitimate stock promoters of every kind. 

Like medicine, finance is a highly specialized fiel 
The physician or dentist who disposes of his st 
plus funds without expert advice is perhaps only 
degree less foolish than the layman who remoy 
his own appendix or extracts his own ulcerat 
tooth. 

Unlike the business man who can turn the fru 
of his prosperity back into his own enterprise, t 
physician or dentist must necessarily seek outsii 
fields for investment. Only a limited portion of I 
earnings can be profitably placed in books, and st 
gical instruments. After paying his family ¢ 
penses and for his nurses and clerical help and pi 
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ding his office equipment, the medical man of large 
tcome necessarily must take a part in financing the 
stivities of Governments and in providing the mon- 
ary sinews of great railroad, public utility and in- 
astrial corporations. He will do this job of invest- 
ig wisely if he carries over into this new field his 
jentific training and spirit of analysis. On the 
her hand, he will err, as so many physicians and 
‘tists do, if he places his surplus funds in se- 
irities carelessly recommended by a patient who 
jings so-called inside information into the doctor’s 


fice. 


‘Irrespective of his financial condition neither the 
tysician nor the dentist can consistently participate 
| the thrills and dangers of margin speculation. * 
| is destructive of confidence and professional dig- 
| for a medical man to leave his patient in the 
idst of an examination to answer the telephone call 
om a broker shouting for more margin or announc- 
ig a profit or disseminating a new red-hot tip on the 
arket. 

‘Reason and the peculiar requirements of the pro- 
ssion alike make it desirable for the physician to 
‘ncentrate on securities which do not require him 
) hang over the stock ticker for five hours during 
jery business day. 

See Chap. XV for an explanation of margin trading. 
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The physician’s earning power furthermore stop 
with death or when disease overtakes him. He ha 
created no independent entity such as a manufactur 
ing enterprise or a retail store such as the busines 
man forges, which can continue to yield returns afte 
the founder has retired. The physician and th 
dentist must therefore provide for their old age, fo 
their physical incapacities and for their dependent 
through adequate life, health and accident insurane 
and sound investments. 

The following list is suggested. The investmer 
of $500 in each of the following bonds and stock 
gives an annual yield of $366.80 on an investmer 


of $7,000. 


Bonds 
First Liberty 414s 1947 
United States Treasury 414s 1947-195 
Chicago Union Station 5s 1963 
Virginia Railway 5s 1962 
Southern California Edison 5s 1944, 
Pennsylvania General 414s 1965 
Atlantic Coast Line 414s 1964 

Stocks 


Atchison, Topeka and Santa Fe Railway preferred 
Union Pacific preferred 

R. J. Reynolds Tobacco preferred 

Western Electric preferred 

Niagara Falls Power preferred 
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Yestern Electric preferred 
National Biscuit preferred 


: Ix 
How the Farmer should Invest his Surplus Funds 


_ Whereas the physician and dentist and the school 
eacher and ministers have been especially easy ur- 
yan victims of security charlatans, fake promoters 
iave by no means found their best hunting grounds in 
he cities. Out in the country districts the farmer, 
ainking of the great factory centers—largely as men- 
il abstractions—has long been ready to believe as- 
urances of itinerant stock salesmen that purchase of 
ieir offerings would enable the rustic classes to par- 
(cipate generously in the fabulously large earnings 
f the great industries of the towns. The stock sell- 
ag gentry act on the belief that the ordinary tiller 
f the soil knows little about business save that which 
elates to the condition of crops and herds. 

The excitement that comes with dreams of quick 
rofits and easy wealth makes suckers in every walk 
f economic life and the farmer has not been alone 
rhis financial misadventures. However, in periods 
f prosperity venders of worthless but neatly en- 
taved certificates of stock have taken enormous trib- 
te from the American tillers of the soil. 

_ Far removed from the tickers and the other sources 
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of information, the farmer should not load up wit 
securities which require incessant watching. Tl 
radio, the telephone and the rural free delivery brin 
him nearer than ever before to the centers of urba 
life, but adequate care of his crops requires his pe 
sonal attention and his absence from brokerag 
offices. 

The farmer who is improving the standard of li 
ing of his family needs a stabilized income. Seni 
ing his sons and daughters to far-away colleges ar 
providing for travel for his family and for the w 
keep of pleasure automobiles require an unvaryil 
income. Once a farmer has embarked on a care 
of imitating the ways of city folk, he cannot co 
veniently step down in times of small yielding crop 
Yet he is able to obtain no guaranties from Moth 
Nature that the rains and conditions of the soil sha 
always contribute equally to his luxury fun 
Joseph, in ancient Egypt, was the first to enuncia 
the principle of the agriculture business cycle wh 
he discovered the more or less unscientific, yet su 
gestive, formula that seven lean years follow sev 
fat years in the granaries of the world. Recogni 
ing the fluctuating status of his crops, the farm 
should in periods of unusual prosperity build up : 
investment fund on which he can draw during perio 
of recession. 
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For this purpose, the following securities are sug- 
ested. The investment of $1,000 in each of the 
lowing bonds and stocks would give an annual 


eld of $786.50 on an investment of $15,000. 


| Bonds 

a Liberty 414s 1947 
hited States Treasury 414s 1947-1952 
laranteed First Mortgages 

ited Kingdom 514s 1937 
‘laware & Hudson 514s 1937 
ticago, Burlington & Quincy 5s 1971 
'w York Telephone 4143 1939 
mminion of Canada 5s 1952 
nadian Northern 614s 1946 
‘cago Union Station 5s 1963 
| Stocks 


| 
tional Biscuit 7% preferred 


ited States Steel 7% preferred 
agara Falls Power 7% preferred 
tional Lead 7% preferred 

nerican Telephone & Telegraph 


xX 


Yow Trustees should Invest Funds Placed in their 
Care 





The process of investing on the part of the trus- 
‘is ordinarily more automatic than that of other 
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securities buyers, for, unless he is expressly pe 
mitted to do otherwise he must confine his purchast 
to a certain type of securities specified by state la 
which are legally eligible for such purposes and ai 
assumed to involve the minimum of speculative risl 

Bonds of the United States and of every state i 
the Union with the exception of Virginia are legal ii 
vestments in New York State. Moreover, obligatio1 
of municipalities are considered to be eligible tru 
tee’s investments provided the state in which tk 
municipality is situated entered the union befoi 
1869, that the town or city itself has been incorp 
rated for twenty-five years and that the total debt 
held within definitely defined limits. Railroad fir 
mortgages are generally considered legal for tru 
tees, if the road in question has earned and paid 
dividend of at least four per cent on its entire caj 
ital outstanding for the past five years. 

First mortgages on real property with the sta 
of New York are legal investments provided tl 
amount of mortgage does not exceed fifty per cei 
of the assessed valuation of the property. Oblig 
tions of the Federal Land Banks are legal for tru 
tees, but with a few exceptions the obligations of ii 
dividual joint stock banks do not come within tk 
class of trustees’ investments in the Empire State. 

Competent trustees, however, do not blindly sele 
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zal bonds. Even the carefully defined require- 
ients for legal investments in New York State have 
ermitted bonds of less than the best grade to remain 
n the eligible list. For example, the obligations 
f certain railroads have remained legal, although 
s a result of shifting economic conditions they no 
onger comply with the spirit of the lawmakers. 
iventually, however, such bonds are stricken from 
le list of legals unless the borrowers recover their 
tiginal financial strength. 

The following is a list of bonds considered legal 


wr the investment of trust funds in New York. An 


ivestment of $28,000 in this list gives an annual re- 





im of $1,159.20. 


irst Liberty 414s 1947 
nited States Treasury 4148 1947-1952 
ew York City 414s 1957 
‘ew Jersey 5s 1961 
etroit, Michigan 41s 1942 
tate of North Carolina 4148 1962 
ain Francisco, California 5s 1946 
ederal Land Bank 5s 1941 
linois Central 314s 1951 
orthern Pacific 6s 2047 
tchison, Topeka & Santa Fe General 4s 1995 
tntral Railroad of New Jersey General 5s 1987 
nion Pacific 4s 1947 
ew York Central Refunding and Improve- 

‘nent 5s 2013. 
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XI 


How Associations should Invest Funds on Hand 


Treasurers of voluntary associations, such as he 
pitals, clubs and fraternal orders are confronted wi 
nearly the same problem as those in charge of s 
called trust funds. However, they are not by la 
restricted to the specified investments legal for tru 
tees. A voluntary association is ordinarily free 
place its money in any type of securities its respo 
sible officers desire, but they should, for reasons | 
prudence, select only high grade issues. | 

The ordinary association makes annual budge 
and its officers contract for expenses in the belli 
that the expected income will be available. If pa 
of the fund should be in speculative securities 
would be entirely likely that dividends would . 
suspended during times of depression and t 
officers of the organization would find themsely 
unable to meet obligations already undertaken. 
portion of the funds should be in cash as a depo! 
in an ordinary commercial or savings bank subje 
to immediate call and funds which will be needed 
a definite time in the future a few months hen 
should be placed in United States Treasury certi 
cates of indebtedness or prime bankers’ acceptanct 
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hich can be quickly converted into cash without any 
ypreciation of principal. 

‘For more permanent investment, the following se- 
tities are suggested. The investment of $1,000 
each of the following bonds gives a yield of $474 
! an investment of $10,000. 


rst Liberty 414s 1947 
hited States Treasury 414s 1947-1952 
sw York City 4s 1957 
iaranteed First Mortgages 

ie York Telephone 6s 1941 
| i Northern 7s 1940 
imadian Government 5s 1952 
2w York Edison 6148 1941 
‘ovince of Ontario 5s 1942 
tw York Central Refunding and Improve- 

ment 5s 2013 
| XIE 


eee 


aw a Corporation should Invest its Surplus Funds 


Wisely managed corporations, ready for a period 

| adversity on the one hand, or an era of unexpected 

pansion on the other, keep a part of their surplus 

“cash and in liquid securities which can quickly 
converted into ready money. 

In buying securities for a corporation, the officers 

ually have in mind one of two objectives; First, to 
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build up a secondary reserve which can be dray 
on in case of need; and, secondly, for reasons 
business policy, to acquire securities of companies 
the same or related business for purposes of cont 
or at any rate closer contact. Where the motive 
to link up into inter-corporate relationships wi 
probable customers or competitors, the problem 
not purely an investment question. 

Where the only motive is to place idle funds 
interest-bearing securities, the element of time di 
ing which the funds will be available is often the « 
termining factor in the selection of securities. 
the surplus will be needed within twelve months 
less, the highest type of short-term securities, sv 
as United States Government certificates of inde 
edness, prime bankers’ acceptances and high gra 
commercial paper will be most available. I 
longer time funds Liberty bonds, high grade ré 
road first mortgage bonds and other issues of the b 
grade are suitable. 

The investment of $2,000 in each of the follc 
ing items would yield $1,245 annually on an 
vestment of $30,000. 


Commercial Paper 

Prime Bankers Acceptances 

United States Treasury Certificates of In- 
debtedness 
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nited States Treasury notes 1924-1927 
irst Liberty 4145s 1947 

nited States Treasury 41/5 1947-1952 
hicago, Burlington & Quincy Equipment- 

Trust Certificate 6s 1933-1935 
lichigan Central Equipment-Trust Certifi- 

‘cate 6s 1923-1935 
irginia Railway Equipment-Trust Certifi- 

Cate 6s 1924-1935 
outhern Railway Equipment-Trust Certifi- 

‘cate 6s 1924-1935 
ominion of Canada 5s 1952 

ew York City 4s 1957 
jagara Falls Power First 5s 1932 
ennsylvania General 41/5 1965 

nion Pacific First and Refunding 4s 2008 

| 

| XIII 


ow Commercial Banks should Invest their Surplus 


Funds 


The ordinary commercial bank is the largest debtor 
| the community, and its debt consists mainly of 
pmand obligations to depositors. Accordingly, its 
vestments must be in large measure those which can 
‘most immediately be converted into cash when re- 
aired. Liquidity, which involves ready market- 
pility, is a prime essential for bank investments. 
urthermore, since the banker is dealing mainly with 
her people’s money, that of the business enterprises 
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and the individuals of the community who entr 
their funds to him for safe-keeping, it is essenti 
that he place the bank’s funds in high grade inve 
ments where the danger of loss is negligible. 

One of the bank’s primary functions is to tal 
care of the legitimate credit needs of its own custoi 
ers and thus provide the funds for financing the ¢ 
dinary commerce of its own community. Afte 
wards, the bank can legitimately place funds in ¢ 
loans against stocks and bonds and acceptances whi 
can be arranged through its New York correspon 
ents, and in commercial paper, acceptances, and treé 
ury certificates of indebtedness maturing in three 
six months. ; 

It is well to give preference, in buying commerci 
paper, to that which is eligible for rediscount with t 
Federal Reserve Bank, thus providing an immedi 
cash reserve. In selecting investments of long 
maturity, the bank should buy only issues of t 
highest grade, which ordinarily fluctuate less in mé 
ket value than inferior securities. Although the co 
mercial bank is not restricted to securities, which a 
legal for savings banks and trustees, its holdings a 
frequently checked by national and state bank ¢ 
aminers. Securities are ordinarily carried on t 
bank’s books at either cost or market value, whit 
ever happens to be lower. 
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: The following list is suggested for banks. The in- 


| 


estment of $3,000 in each of the following securi- 


es gives a yleld of $1,765.60 on an investment of 


42,000. 


commercial Paper 

rime Bankers’ Acceptances 

nited States Treasury Certificates 

nited States Treasury notes 

irst Liberty 414s 

nited States Treasury 41/s 

anadian Pacific Equipment-Trust Certifi- 
cate 63s 

linois Central Equipment-Trust Certifi- 
‘eate 514s 

ouisville & Nashville Equipment-Trust 
Certificate 6s 

nion Pacific Refunding 4s 

buthern Pacific Refunding 4s 

nited Kingdom 5's 

ominion of Canada 5s 

nited States Steel Sinking Fund 5s 
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1924-1927 
1947 
1947-1952 


1923-1932 


1926-1938 


1925-1936 
2008 
1955 
1937 
1952 
1963 


CHAPTER XI. 


WHEN TO SWITCH FROM STOCKS TO 
BONDS 


How Business Cycles Affect the Investor. 


Rich - investors often believe “eternal vigilance is tt 
price of safety.” John D. Rockefeller maintains a re 
ularly organized bureau which employs shrewd analys 
who are continually on the lookout for security bargair 
or advantageous switches from one issue to another. 
THomas GIBSON. 


In modern business, there is a perpetual ebbin 
and flowing of the tides. Economists who hay 
studied these habits of flux have described the pro 
ess as a business cycle, the various phases of whic 
include a revival of activity, intense prosperity, 
crisis, and a depression. 

Popular thinking about the vicissitudes of con 
merce in terms of the cycle theory is at the momel 
at a peak of popularity. The view that the seeds ¢ 
prosperity are sown in a period of depression an 
vice versa is a helpful aid to envisaging changes in 
broad perspective. In so far as the business cye, 
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theory is truly understood (as a description of the 
average flow of events between hard times and good 
times in leading industrial countries) it facilitates 
reasoning about elusive trade facts. When, however, 
as frequently occurs, the layman ascribes to the 
theory the universality of Newton’s law of gravitation 
or of Einstein’s deductions regarding relativity, it is 
high time for some one to urge that the alleged free- 
dom of the will has some bearing on the struggle 
of mankind to make a living. Those who misunder- 
stand the business cycle theory resignedly feel that 
aothing in the power of man can either hasten pros- 
perity or delay severe recessions. 

| The contrary is nearer the truth. As the view 
that more or less definite cycles follow one another 
in the world of give and take is more widely accepted, 
he mere knowledge will tend to lessen the intensity 
of the changes. The more astute men of business 
Attempt to anticipate changes, and this tendency to 
liscount adjustments in advance in turn spreads the 
lisposition to change over a longer period of time— 
Jattening the peaks and the depressions. Every 
serious attempt to make known to the enterprising 
jublic the real facts regarding current business checks 
na small way the wideness of the swings between 
shanging phases. 

_ In 1913, Dr. Wesley Clair Mitchell wrote his clas- 
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sic work on “Business Cycles,” (published by the 
University of California), which now unhappily is 
out of print, and crystallized American thought on the 
subject. In the upswing of the war period, relatively 
little attention was paid to abstract reasoning, bul 
during the setback subsequently and the beginnings 
of a revival later the theory came into new vogue 
Many explanations of business cycles had been made 
by earlier writers. A business cycle theory was sel 
forth in the Bible, which taught that there would be 
seven fat years followed by seven lean years. Of 
course, the business of the speculator who assumes 
the risks of business, is to anticipate these shifts of 
the favoring winds. 

The Mitchell theory is “a descriptive analysis of 
the processes of cumulative change by which a re 
vival of activity develops into intense prosperity, 
by which this prosperity engenders a crisis, by which 
crisis turns into depression, and by which depres 
sion, after growing more severe for a time, finally 
leads to such a revival of activity as that with whick 
the cycle began.” | 

The economic situation in America after the wai 
was in many ways unprecedented, and any observe) 
who tried to explain it wholly in terms of the pas 
was inevitably headed toward a precipice. And ye 
in the subsequent period of business recovery, afte 
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the severe slump of 1920 culminating in the at- 
tainment of the most depressed speculative prices 
in August 1921, many elements correspond roughly 
with the conditions of this phase of a theoretical 
cycle as described by Dr. Mitchell. 

fo take advantage of all the phases of a business 
cycle, the holder of securities would have to shift 
his securities from time to time. 

He would buy common shares at a tail end of a 

period of depression and hold them during a time of 
revival and sell them well on toward the close of an 
era of high prosperity. Then he would keep his 
funds in highly liquid form, such as bankers’ ac- 
ceptances or short term notes, ready to buy sound 
bonds in time of depression, during which receding 
money rates would tend to support the market value 
of his bonds at times when shares, discounting ad- 
versity, would tumble in market worth. 
_ With interest rates mounting at such a period 
some operators find it advisable for a time to keep 
their funds especially liquid so that they can observe 
changes and be in a position instantly to act after 
having reached a decision. They thus either keep 
their funds unprofitably idle at the bank, or invest 
them in high grade bankers’ acceptances or in call 
loans at the New York Stock Exchange. 

Efforts to take advantage of all the vast fluctua- 
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tions of an inefficiently geared industrial system 
whose ebb and flow are a source of injury to th 
many, would involve also subtler switches from lon 
term to short term bonds and at other phases of th 
cycle from one type of stock to another. 
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CHAPTER XII 
HOW TO SELECT AN HONEST BROKER 
Separating the Wheat from the Chaff. 


The broker is the connecting link between buyers and 
sellers. He is one who negotiates sales or contracts as 
an agent. The word is old. The early English form 
was “broceur.” By some it is believed to be derived from 
the Saxon word “broc,” which meant misfortune, and the 
first brokers indeed appear to have been men who failed in 
business as principals and have been compelled to pick up 
a precarious living as agents.—SERENO S. PRATT. 


AN investor rarely buys securities directly from 
another investor. He almost invariably makes pur- 
chases or sales through an intermediary—a broker 
or investment dealer. It is of paramount importance 
to select a middle man of probity and financial re- 
sponsibility. A bucketeer, who swindles customers 
instead of serving them, can turn a Liberty bond pur- 
chase into as unprofitable a transaction as the buying 
of worthless “blue sky” stocks. 

A reputable broker is a definite asset for the in- 
vestor. He not only executes orders quickly and at 
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a low fee, but also supplements this service with ad- 
vice and with information regarding securities. On 
the other hand, a dishonest broker is bent on separat- 
ing his customers from their money. An honest in- 
vestment dealer may give advice which proves un- 
fortunate, but his intention is to serve in a way which 
will prove profitable to his customers. His chief 
profit comes from commissions, which he makes 
whether the customer succeeds or fails. A success- 
ful customer will remain a permanent one, giving 
future orders, whereas the failures pass quickly out 
of sight. 

It is no easy matter for the layman to separate the 
sheep from the goats in the financial world. Ex 
quisite mahogany furniture and extravagant rugs are 
devices frequently employed by the unworthy to im 
press strangers with their solidity and responsibility. 
Appearances constitute a poor guide to reliability, 
Good advice would be: Never buy or sell securt 
ties through a strange broker without making an u- 
dependent check on his integrity. 

If an individual lacks the capacity for iudginl 
a broker, he would do well to buy his securities dr 
rectly through a bank, which in turn acts through a 
broker. Most banks, as a matter of service, will ar: 
range to help their customers judge a broker’s stand: 
ing. The larger institutions have card indexes of 
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he morals and methods of a wide number of brokers, 
md have a record of their vices and virtues. More- 
wer, through subscriptions to Proudfoot’s and 
3ishop’s services, which keep tabs on brokers, the 
anks are able to supplement their own information. 
‘he smaller banks are able to draw upon the informa- 
ion of the larger. 

Certain banks, particularly outside of New York, 
iad been careless in the past in giving recommenda- 
ions. They sometimes assess the worth of men ac- 
ording to their bank balances instead of in accord- 
nce with their ethics. In recent years, there has 
een a tendency toward improvement in this direc- 
on. The laws of slander and the desire to keep out 
f trouble have tended to make bankers cautious in 
xpressing opinions about the unworthy. There- 
ore, unless you have confidential relations with a 
anker, it would be well to phrase your question in 
ich a way that the banker can set you right without 
ssuming undue risk. For example, ask: “Shall 
buy my securities through John Smith, or would 
du suggest some one else who is, in your opinion, 
itirely worthy of my confidence?”’ 

Fly-by-nights, who have their offices under their 
its, are known to the guardians of reputable stock 
‘changes, and are denied admission to the organ- 
ed market places. The New York Stock Exchange 
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has no monopoly of virtue and some of its member 
have offended, but membership in that exchange i 
a presumption in favor of a broker because the rule 
of that organization help to protect the public 
Membership in the principal out-of-town exchange 
is a good sign also. The lesser New York exchange 
have been raising their standards of membership re 
cently, and some of their members are worthy 0 
trust. 

Some of the large reputable bond houses do mc 
belong to the exchanges, because they do no stoe 
business. Their independence is in no sense a ft 
flection on their standing. Many of such unaffil 
ated houses, however, belong to the Investmer 
Bankers’ Association of America, an organizatio 
which is very jealous of its good name and whie 
sedulously seeks to exclude from membership crook 
and charlatans. 

The press is another potential guide to goo 
houses. Some newspapers have been and still a1 
careless of their responsibility, and in using the a¢ 
vertising columns of newspapers the reader mu 
show discrimination. 
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| HOW TO DETECT A SECURITY 
| CHARLATAN 


Characteristics of Blue Sky Promoters 


97 


| This country has been deluged with “Blue Sky Laws. 
fome forty different states have some forty different kinds 
if so-called Blue Sky Laws. Very few of them are any 
| say 

They made it a little more difficult for the legitimate 
Baler to do business and have not stopped the crook. 
That we need in this country are criminal acts against the 
raudulent selling of securities, or the selling of fraudulent 
eeurities by crooked dealers.—Joun W. PRENTISS. 


| THE security charlatan lives in a world of un- 
eality. 

His conceptions are pure ideas, unblended with 
its. The faker is himself frequently his most gul- 
ible victim. His imagination dominates him, and at 
ast he comes to believe the story of projected suc- 
esses of which he glibly tells. 

The charlatan becomes a social problem only when 
e goes to others to finance his dreams and aspira- 
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tions. The immorality of his conduct is magnifie 
by the fact that the necessities of the case comp 
him to focus on inexperienced individuals, untutore 
in the ways of business and finance. A skilled bus 
ness man, informed about the hazards of investmen 
is prone to ask disturbing questions, to inquire fc 
tell-tale financial statements, and to permit gener: 
skepticism to emanate from him. 

And so the faker and his ilk go among the fina 
cially illiterate, largely among the folk with onl 
$100 to $1,000 to invest. Though politically prej 
diced against malefactors of great wealth among th 
capitalist classes who exact colossal tolls from indw 
try, frequently these exploited individuals, when cor 
fronting the stock salesmen, are secretly hoping to 
in on this very swag. 

The state of poverty—or even the somewhat highe 
status of just making ends meet—is, of course, n¢ 
an ideal state of living. It entails rigorous sel 
denial, and also the even more difficult negation o 
desires of dependents for the beautiful commoditie 
of life. In each normal heart springs the hope thé 
perhaps somewhere sometime a magic formula fo 
creating wealth will be discovered. Secretly eac 
ordinary individual is eternally on the lookout fe 
some swifter vehicle to fortune than prosaic har 
work and thrift. 
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| Perhaps the promoter and his staff who sell en- 
raved certificates of stock and hot air do not un- 
erstand the subtleties of investment finance, but they 
o know human nature. They create a product for 
thich there is always a market. Their offerings 
atisfy these primitive longings for an escape from 
ae drabness of ordinary life. They hold out the 
rospect of enormous profits. They produce the key 
» wealth, and let the fancy of the prospective buyer 
‘eave the imaginative details around the bare story 
f certain gains which they relate. 

Thus the cure for the fraudulent security evil, 
hich official government estimates indicate takes be- 
ween $500,000,000 and $1,000,000,000 from the 
merican people annually, lies not wholly in legis- 
ition. 

Laws may prescribe penalties for material mis- 
latements of facts, but no decrees of legislatures 
in outlaw the power of suggestion. 

The remedy will be found not merely by changing 
ie methods of conscienceless venders, but also in 
ltering the mental processes of the buyer. 

In any complete sense, the problem is no doubt 
‘soluble. As long as the institution of private 
toperty exists, there will probably be bid and asked 
Jotations for gold bricks. 

But the evil can be mitigated by teaching the 
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masses something of the anatomy and physiology o 
investments. Such education may influence popula 
thinking about finance, but, as long as people ar 
what they are, it will not necessarily wholly chang 
feeling and emotions which play a significant rél 
in luring folk away from the highway to security. 

Security charlatans differ among themselves i 
degree. In their absolute form, there are those wh 
distribute shares of stock, representing unadulterate 
hopes and ambitions, unbacked by any tangible i 
tentions to develop physical plants or other assets ¢ 
a wealth creating character for the benefit of th 
stockholders. They are selling “blue sky,” an ethe! 
eal concept whose sole utility is to bring funds to th 
promoter in exchange for stirring hopes in the 
vestor which will never be fulfilled. | 

Even more dangerous are the fakers who sell share 
in a tangible property, about which significant mis 
representations are made. Such creators of false im 
pressions may have valuable business connections 
and may be able with great self-assurance to refe 
skeptics to banking references. In a strict sense, an 
broker who places a security in a materially fals 
light is a faker, and the austere investor should b 
eternally vigilant. 

The crude stock salesman, who goes from door t 
door in quest of dollars from the unsuspecting, be 

[130] 





How to Detect a Security Charlatan 


mgs to a definite animal species, and, although sub- 
ect to individual variation, usually bears the com- 
10n traits. 

What are they, and how may the layman recognize 
aem ? 
A description of the typical charlatan will answer 
aese queries. 

To the charlatan, life is simple. The average re- 

arns on wishing are exceedingly high. An idea 
sads on to fortune. Humdrum details, which de- 
srmine the mortality rate among business enterprises, 
yean nothing to him. Statistics of overhead costs, 
ompetition, probable demand, the purchasing power 
f consumers—all these blueprints upon which bona 
de business success is written never arrest his at- 
sntion and cause him to pause. 
‘He is ostensibly dealing with a new thought or 
rocess, untested in the laboratory of the nation’s 
aarket places. Accordingly, he must suppress every 
ormal impulse of the buyer to ask for a balance 
heet, showing assets and liabilities, or an income 
ecount, in which unemotional accountants record 
he story of success or failure of a business concern. 
le must keep the eyes of his prospect veered on the 
uture, which is to a large extent unknowable. 

The faker forecasts future earnings in consummate 
letail. He conceals ignorance in a complex of as- 
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sumptions. He starts with one arbitrary guess, an 
reasons logically from that premise step by stey 
But, since his first assumption is probably wrong 
his conclusions bear no relation to what actually de 
velops in the careers of such ill guided corporation: 
whose inner natures are at length revealed in th 
bankruptcy courts. 

Having no tangible records of success, the fake 
argues by analogy, reciting the facts about the tr 
umphs of the most eminent corporations in th 
country in allied fields.’ 

Like all fortune tellers, moreover, the security chi 
latan deals in generalities. ; 

He denounces legitimate bankers, financial editor 
of reputable newspapers, and others to whom th 
public may properly turn for unbiased advice. Hi 
diverts suspicion from himself by attacking Wal 
Street and the interests. | : 

Intending to deceive, he misuses the noblest im 
pulses in a free people. 

The faker speaks vaguely about profits that vil 
accrue to shareholders from a rise in the value o 
the shares. An acid test of his sincerity would b 
to inquire whether there will be a free and ope 
market for the shares, where they can readily bi 
converted into cash. Ordinarily, promotion stogy 


1For fuller discussion, see Chap. XXII. 
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we unmarketable, and, even if meritorious, should 
ye purchased only by individuals who are certain not 
o need their money back for a good many years. 
Promoters will talk disparagingly of curbstone 
yrokers, on the borderline of financial respectability, 
who make a market for unlisted shares of com- 
yanies that represent nothing more than hopes and 
sromises, and, though these middlemen need care- 
‘ul watching, the fact remains that their bids and 
fers usually constitute the only available means of 
‘scape from a financial blunder. “Gyps” they may 
ye, as the promoters say, but legitimate brokers are 
lot interested in securities that seem destined to be- 
some worthless. 

The itinerant stock salesman, borrowed from the 
tanks of unemployed plumbers, bookkeepers, in- 
sompetent clerks, and other human flotsam and jet- 
am, gives an automatic sales talk, learned by rote, 
vhich is in no sense based on his own analysis or 
ynderstanding. The shrewd prospect can demon- 
trate this by asking questions about the physical 
ocation of the properties, some of the customers of 
he concern being financed, accounting details, or 
my other features which the salesman seems to 
ieglect. 

The essence of his method is speed. He cannot 
iford to encourage genuine investigation. To off- 
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set it he intimates that the extraordinary opportt 
nities of to-day will not be available to-morroy 
Sometimes, he asserts that the supply of stock wil 
be soon exhausted. At other times, he remarks tha 
the selling price will subsequently be raised. 
Extraordinary bargains are never—or, to borro} 
Gilbert’s phrase in “Pinafore,” well, hardly ever— 
peddled by stock salesmen. The shrewd investo 
can always afford to wait for his second thought: 
Legitimate new security offerings are later availabl 
as often as not at lower prices in the open market. 
A stranger, especially when he introduces himsel 
over the telephone, as the security faker frequentl 
does, is a curious benefactor from whom to expet 
an opportunity to get rick quick. Exceptionall 
fine propositions do not need to be hawked fror 
door to door by peddlers, and the mere process o 
selling securities in this way, consuming 25 to 75 pe 
cent of the funds raised, places an almost insuperabl 
burden on new enterprises, which leads to the pre 
sumption of failure, rather than of success. | 
Questionable promoters deal in names which ar 
symbols of prestige and reliability in communitie 
which they canvass. For example, an operate 
in Minneapolis promoted the Ford Tractor Com 
pany in 1916. In order to get a name for hi 
company, he evidently looked through the loce 
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elephone directory until he discovered that there was 
in electrician by the name of Paul Ford. Getting 
n touch with him, he made him president and gen- 
al manager of the tractor company to which he 
save the name Ford, then placed full page news- 
yaper advertisements, in various cities, trading on 
he alluring name Ford. In his effort to sell stock to 
he small investor the promoter asserted that he had 
wuilt a number of tractors which he had actually 
iever produced and displayed in his literature fake 
yhotographs showing a large number of machines 
nd a factory building whose size he materially 
xaggerated. 

He referred to the electrician Ford in his in- 
pirational advertising as a “master builder.” The 
iromoter was indicted by a Federal Grand Jury in 
{ew York in 1917 on a charge of using the mails 
> defraud, but he has never come to trial. 

_ Dr. Frederick A. Cook, who discovered the North 
‘ole—or thought he did—recently loomed up as a 
pectacular figure in the promotion of oil companies. 
le was the outstanding leader in the development of 
ae “merger” scheme which actually does not merge 
Il the companies which it purports to absorb, but 
s primarily a device for reloading the shareholders 
f one defunct company with shares in a new venture 
aan exchange which involves a cash consideration 
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and probably the purchase of additional shares j 
the new enterprise. 

As trustee of the Petroleum Producers Associi 
tion, the eminent explorer, according to the investig; 
tions of the National Vigilance Committee of th 
Associated Advertising Clubs of the World, brougl 
about the merger, or attempted consolidation of mot 
than 100 different companies. Dr. Cook at the en 
of 1923 was tried and sentenced to Federal priso 
for fourteen years on the charge of using the mai 
to defraud. 

Promoters of an unscrupulous character frequentl 
capitalize the impulse of citizens of small comm 
nities to boom their towns at almost any cost. Ay 
pealing to the ambitions of local townsmen an 
pretending that they are going to bring a large ne 
industry to the city, the promoter can frequent] 
count on the gullibility of the local chamber of con 
merce, local bankers and business men to suppo: 
schemes which on close analysis prove to be nefariou: 

For example, in the spring of 1917 a promote 
introduced himself in the town of St. Cloud, Minn 
with a barbecue at which he served food and et 
tertainment for more than five thousand individual 
He undertook to sell stock in an automobile con 
pany and actually erected a large factory buildin 
in this town, bought materials and installed equij 
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ment for manufacturing. Perhaps $2,000,000 of 
he stockholders’ money went into these operations. 
dowever, his advertising literature was misleading, 
ind he actually produced few cars. He showed a 
shotograph of an automobile which the Government 
moved had never existed, and gave specifications of 
| car which he said was to be sold at $1,000 which 
xperts testified could not by any means be built 
md marketed for the price. He was sentenced in 
923, after losing an appeal, to spend ten years in 
he Atlanta Penitentiary. 

_ An interesting phase of this case was that the 
yovernment indicted twelve leading citizens of St. 
loud along with the prime mover of this enterprise. 
‘hese citizens had been serving as officers and direc- 
ors of the company. They were all acquitted, but 
he fact remains that through the Chamber of Com- 
aerce, which had arranged for the promoter to make 
lis headquarters at St. Cloud, which is a city of 12,- 
100, almost the entire community was lined up 
olidly behind this enterprise. Salesmen through- 
ut the country would say to a prospect, “Have your 
ank telegraph to any bank in St. Cloud and you will 
et back a favorable report.”’ And this was actually 
rue. Salesmen were able to get many bankers 
hroughout the West actually to assist them in the 
elling of their stock. 
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Allied to the question of chicanery is the problei 
of dealing with those who are neither charlatans i 
a strict sense of the term nor individuals guilty ¢ 
statutory fraud. Legally, they are entitled to cha 
acterization in respectful terms. But, however skil 
fully they keep within the boundaries of the statute 
they frequently do violence to sound economic do 
trine, and their promotions often prove disastrot 
to innocent investors who are misled by the 
fine phrases. Technically guilty of no wrong-doin; 
these men frequently preach beautiful sentiments an 
sell bad investments. 

For example, a New England promoter of finan 
companies, the unsuccessful fate of whose financi: 
creations has exceeded even the predictions of h 
critics, trod heavily on the political predilection 
of individuals. At this writing, he is under indic 
ment for violation of the criminal law, but thus fi 
has been convicted of no crime, and there is no i 
tention in this chapter to impute fraud or charl 
tanry. However, the record is plain, and it shoy 
how poignant have been the disappointments | 
needy individuals who heeded his alluring phrase 
He sold stock by capitalizing prejudice against Wa 
Street. 

Before the crash, the promoter in the house org: 
of his stock selling company which was publishe 
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‘in the interest of financial democracy” wrote in a 
nessage to his customers: “Nothing will be spared 
'y me, personally, to guarantee protection to all who 
re clients of our Company, which was organized to 
lo justice, to right an economic wrong.” 

An article in the same bulletin went on to explain 
hat “the economic injustice consists in the common 
iractice of the using of the moneys of people—who 
lave obtained such moneys over and above their 
eeds for daily living by thrift and self-denial on 
leir part—to make a greater world progress, with- 
ut returning to these earners and savers of such 
1oneys a true, fair return for the use of their saved 
apital. 

“, . . The company hopes to drive out of the 
eld ‘wild cat’ stock schemes. The company knows 
iat there are in the field to-day, first, the safe, big- 
lelding investments, and second, the speculative, 
vild cat’ stock promotions. It realizes that a man 
f small means seldom has a chance at the first type 
nd that he is being approached day after day by 
tembers of the stock-jobbing fraternity representing 
ie latter type. 

The tendency toward alleged altruism often goes 
) the extreme of assertions by the stock salesmen 
iat the company really does not need the money 
cutely, but is selling shares for the purpose of 
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getting a great community of partners, who will b 
boosters for the company’s product. 

As a gesture, they announce that no individua 
may buy more than one, five, or ten shares as th 
case may be. 

For example, an Arizona copper company, whos 
operations were recently stopped by an injunction o 
the Attorney General of New York, purported t 
decline to sell to any individual more than $100 o 
its stock of $.50 par value. 

The overzealous sales representative of a legi 
imate financial house may reveal one or two of th 
symptoms of the purveyor of fraud, but no reputabl 
vender will display all or even a major part 0 
the symptoms of the faker. The more subtle charl 
tans, knowing the conventional methods, seek cor 
sciously to avoid revealing the common traits, an 
is more difficult for the layman to spot. 
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CHAPTER XIV 


_ BUCKET SHOPS—AND HOW TO KEEP 
OUT OF THEM 


| 
xposure of the Lures of the Great Pretenders who 


lurk in the Shadow of Wall Street 


The new bucket shop is a more sinister affair than the 
d, not only because it steals the people’ S money as it was 
len i in the old days, but because, in most cases, it has an 
iderground backing of tremendous influence and weight, 


cause it is supported by men whose position in the com- 


anity has the appearance of being free from any taint 


connection with such vicious operations.—Seymour L. 
‘OMWELL. 
} 


‘Bucket shops are another device which man has 
vented to frustrate the will of man. 

Guided by a simple hope and tugged by wild de- 
ves, folks stream endlessly into those strange ba- 
ars of finance which trade on popular delusions. 
icketeers, who falsely represent themselves as 
okers, extract their profit out of the science of de- 
it Bad by means of their expert knowledge of 
man frailties. 
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A bucket shop has the outward physical setting ¢ 
a brokerage office where securities are bought ar 
sold. But a bucket shop has the appearance wit 
out the reality. A man who trades through a buck 
shop is ineffective because his agent fails to do wh 
he is intended to do. The customer is expressit 
his attitude regarding prospective changes in tl 
market worth of securities, expecting to profit out \ 
rises and falls in quotations, but, if he trades throug 
a bucket shop instead of in a respectable brokera; 
office, he watches the fluctuating prices in vain. Ff 
is as futile as a blindfolded man touching the ke 
of a typewriter and failing to make an impression ¢ 
paper because by some tampering with the machi 
ery the type bars have been disconnected from 1 
keys. 

The communications of the customer of a buck 
shop with the great market places where prices 
securities and commodities are quoted have be 
cut off by subtle tinkering with the machinery 
brokerage. 

He gets all the thrills and excitement of one ¢ 
tually operating in the stock and commodity marke 
but he interests himself in vain in the trend of quo} 
tions, for the bucketeer has seen to it that, in all pre 
ability, the customer will lose no matter how unec 
ventionally and perversely prices may move. —~ 
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_ A bucket shop—and in its present loose usage the 


erm covers the whole range of irregularities evolved 
vy the consciously unethical brokers who are bent 
m preventing their customers from winning—is a 
‘enter of delusions. 

| The purchaser of securities assumes wrongly that 
he keeper of the bucket shop is his agent, ready to 
‘uy stocks, bonds or commodities at regular ex- 
hanges for a commission. Where the customer 
luys out of proportion to his means he has to borrow 
» hold his commitments. By an arrangement with 
he banks, the reputable broker gets the needed 
unds by pledging the securities as collateral and 
le customer must pay interest on the borrowed 
toney as long as the loan is carried. The broker 
lays the interest charges to the bank, and in turn 
ollects interest from his customers, usually adding 
‘small profit to reimburse him for his trouble. The 
tdinary commission broker, who acts as an agent 
a the purchase or sale of securities for outsiders, 
thom Wall Street conveniently calls the public, 
takes money out of the transactions only in two 
‘ays: through the charge of a commission and 
trough a profit made on interest. 

‘The margin of profit is small and success depends 
on a large volume of business. The legitimate 
toker neither profits nor loses from the correctness 
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of judgment of his customer. He prefers to hay 
customers of discernment, for all others are quick] 
wiped out and effaced when they enter the necessa 
ily hazardous and baffling task of seeking gains o 
of their own judgment of the future worth of secu 
ities or commodities. Experience shows that th 
great leaps of speculation are only for those espi 
cially qualified with knowledge and financial 7 
sources. The ordinary man, whose notions abot 
the financial machinery are vague and whose know 
edge of the forces that determine market values | 
hazy, sooner or later is likely to lose the funds whic 
he has offered as a sacrifice at the great temples ¢ 
speculation to the god of Avarice. 

Bucketing, ancient and modern, is based on t 
discovery that the average man’s judgment of th 
future trend of market prices is likely to be wron; 
and the bucketeer, unlike the reputable broke 
makes all that his customers lose. And, since buck 
teers are faithless violators of the statutory laws an 
of the ordinary principles of decency, they secretl 
and cunningly gear up their machinery to heighte 
the probabilities of loss to the customer. They han 
nothing to gain if the customer persistently profi 
and everything to gain if he loses. " 

Illicit trade relations probably started shortly aft 
Eve succeeded in putting across a sales talk abo 
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pples to Adam. Although there is no evidence or 
tkelihood that Eve was mercenary and acting as the 
epresentative of a codperative association of apple 
Towers, it is probable that soon after the time of 
weation a minority of traders sacrificed ethics for 
rofit. The remarkable fact about the present 
yorld of finance and business is not that bad prac- 
\ees persist, but that we have reached a stage where 
usiness and money lending have so heightened 
ieir prestige that they can talk unblushingly of busi- 
ess morality. In finance the bucketeer and the 
windler hurt the honest broker and reputable bond 
ouses because they tend to weaken public confidence 
ithe whole financial machinery of the country. 

| Bucketing is an American institution and, like the 
ork barrel, one of the few of which patriots cannot 
e proud. The practice is a reflex of the ticker sys- 
m, by which prices quoted at the principal ex- 
aanges are instantly revealed throughout the nation. 
| shops deal in quotations, rather than in com- 
odities and securities, and their birth came shortly 
(ter the Chicago Board of Trade began publicly to 
isseminate its quotations some fifty years ago. 
don after, the New York Stock Exchange developed 
system for giving free and open publicity to the 
tices at which all transactions on the floor are made. 
In its pure form, the original bucket-shop was a 


| 
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frank betting place, where the keeper matched h 
judgment of future prices against that of his custor 
ers. The system was applied to grain, cotton ar 
securities. 

The name bucket shop crept into the language wit 
out formal baptism and its true origin is still in di 
pute. Some energetic candidate for the degree | 
doctor of philosophy might well delve into the su 
ject to dissipate doubts and to still controvers 
Perhaps the most widely-held version is that the nan 
as well as the system was invented in Chicago, whi 
H. G. Wells once called “that singular relapse in 
barbarism.” | 

When the Chicago Board of Trade years ago fo 
bade dealings in “options” of less than 5,000 bus 
els, the “Open Board of Trade” was established ° 
meet the needs of small gamblers bent on operatin 
despite the attempt to cut them off. The open boa 
brokers functioned below the rooms of the Board ¢ 
Trade and, according to traditions, when business ¢ 
the Board of Trade was slack, the elevator used f 
members would be sent down to bring up from th 
open board what was known as a “bucketful” of t 
smaller speculators. It has been suggested that th 
expression was borrowed from the terminology ( 
mining, for miners go up and down the shafts in 0} 
buckets. : 
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| Another version, according to which the term has 
een imported, traces the word to the habits of a 
ang of rowdies in the East End of London who used 
) drain the empty ale and rum kegs which they came 
[pon in the street and then retire to their meeting 
lace and hold a celebration with their dregs. 
These gangs came to be known as “bucketers” or 
‘bucket shoppers,” and because of their illicit con- 
luct the term was gradually extended to other dis- 
eputable groups. And students of bucket shops are 
onfronted with the suggestion that the British name 
or those who drained kegs was by analogy applied 
» Americans who instead drained purses. 

“In its pristine days the bucket shop was unpreten- 
ious. It made its headquarters in out of the way 
laces, at the back doorsteps of the great market 
laces. New Street was cluttered with the old- 
ashioned bucket shops when they flourished in New 
Tork. The offices were furnished simply—often 
mith merely a desk, a telephone and a ticker. By 
heir appearance they automatically told the patron 
what they were, and there was relatively little con- 
usion about them. For the most part customers 
7ent to them for the conscious purpose of betting as 
9 whether prices would rise or fall. They were 
lirty, unattractive gambling places for office boys, 
lerks, racetrack touts and a whole miscellany of 
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humanity who had red-hot tips on the market br 
lacked the financial means of speculating. Th 
bucket shop would accept accounts on one-point ma) 
gin, whereas the legitimate broker required at leas 
10 per cent. Bucket shops made speculation eas 
and cheap for those least able to afford the luxury 
Clerks of Stock Exchange firms and banks, who ar 
not permitted to speculate, often were tempted t 
evade the rules by operating through bucket shop 
In the financial underworld bucket shop keepers hay. 
long capitalized the fears of customers who wer 
afraid to have it known they were trading, and hene 
perpetually lacked the courage to bring actio 
against those guilty of the most irregular and di 
honest of practices. 

The old-fashioned bucket shop has waned, and he 
tended to become obsolete. 

The crude, elementary bucket shop, which oby 
ously violates state laws designed to check it, ha 
been supplanted by a subtler organization, whie 
operates differently but achieves the same purpose 0 
enabling the keeper to make all his customers lose 
Present day scientific bucket shops actually buy an 
sell stocks for their customers and pretend in ever 
way to be legitimate brokers. Physically, their aj 
pearance suggests elegance and great resources 
Through experience the unfortunate customers hay 
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earned that there is no correlation between the ex- 
juisite character of the rugs and mahogany furniture 
md the ethics of the broker. Modern bucket shops 
ire luxuriously fitted offices not situated on the door- 
teps of Wall Street, but on the main highways of 
inance. Recently, as New York has moved up town, 
t New Wall Street has grown up in the shopping dis- 
rict around Forty-second Street, and, whereas some 
if the most reputable houses have opened branches 
n that district, scores of questionable brokers have 
fone up town to get the new trade. 

In the new style bucket shop orders to buy stock, 
or example, are executed. The bucketeer pur- 
hases the securities from a firm which is a member 
if a stock exchange, and is able to show his custom- 
rs a confirmation of the purchase. This stroke is 
lesigned to help comply with the law and to give 
naterial to answer the doubts of customers. 

But instead of holding the stock for the customers 
he questionable broker either immediately or within 
.few days resells it, thus avoiding the expense of 
olding it, which involves interest charges. Let’s 
ssume that the customer has purchased ten shares of 
\tchison, Topeka & Santa Fe Railroad through a 
ucket shop and that the market worth was exactly 
1,000. In this hypothetical case the customer puts 
ip $100 as margin, ard the other $900 is presumably 
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financed by the broker who borrows at the bank. | 
brokerage parlance the customer has a debit balan 
of $900 on which he has to pay interest. The buck 
shop, which buys the stock and then sells it ou 
gives the customer the impression that he is holdir 
the shares for him, and each month charges him i 
terest on the fictitious debit balance. The intere 
payments are pure profit for the bucketeer, who hi 
also appropriated the $100 margin, instead of kee 
ing it as a buffer to represent the customer’s equil 
in the shares and a safety cushion to take care of an 
decline in the market. 

According to brokerage practice, the customer 
margin is the first to suffer losses in case of an a 
verse movement of quotations in the market. | 
Atchison, purchased at 100, declines to 90, the cu 
tomer’s margin is effaced, and he is confronted wil 
the choice of putting up additional funds as a ne 
margin or of relinquishing the shares, ordering th 
broker to sell them and of consequently losing th 
original margin. The bucketeer calls for more ma 
gin, even as the legitimate broker does, but he i 
effect appropriates the new margin unto himself. 1 
accepting interest payments on a debit balance th 
bucketeer is guilty of grand larceny and subjee 
himself to the possibility of a jail sentence extendin 
ten years. This whole machinery for failing to n 
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lain securities that bucketeers pretend to carry in- 
volves violations of the New York State law, and in- 
vites conviction under laws relating to bucketing, tak- 
Ing a position opposite customers’ intentionally im- 
proper hypothecation of securities, and conversion. 
| There is an ebb and flow of periods of indignation 
igainst the bucket shops. Since bucketeers gain 
what their customers lose, they thrive during periods 
of declining security prices, such as the country 
sassed through between the fall of 1919 and August, 
1921, because the average customer buys securities 
m the assumption that prices will rise. In time of 
ipward surging quotations, bucket shops are beset 
with difficulties, and are often forced to discontinue 
rather than pay out profits to successful customers. 
{nd since it is common for bucketeers to operate un- 
ler assumed names, they close down one establish- 
nent that has guessed the market trend incorrectly 
ind start another under a new name. 

_ The evils that the bucketeers do would be serious 
f they merely swindled those who want to take high 
liers in the stock market, but they become an active, 
‘ocial menace when they hoodwink those intending, 
ot to speculate, but to purchase high grade invest- 
nent bonds. And in recent revelations there has 
been ample proof that the investor as well as the 
speculator has suffered. Questionable houses have 
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exploited the partial payment plan, urging customer 
to purchase more securities than they could hope t 
pay for, on the assumption that after a few pay 
ments were made the customer would become dis 
couraged, stop payments and lose what had bee 
paid in. And in the cases where purchasers con 
pleted their payments, they would often find that th 
so-called broker did not have the securities on han 
to deliver. 

Where the bucketeers were caught without a suf 
bly of securities previously purchased they woul 
ingeniously invent seemingly plausible excuses 
Some of the shops kept 15 per cent of the amount 0 
the securities required, and would use them over ani 
again to show to different customers to assure ther 
that the stocks and bonds were on hand. Sometime 
the bucketeer would borrow securities to show to hi 
skeptical customers. 

The irregularities in such cases are often technical 
becoming aiden only to one who can intelligenth 
read the books. Where a bucketeer purchased se 
curities and then resold them, the selling would fre 


quently be done through a dummy account in th 


name of a real person who was well paid for the usi 

of his cognomen. Sometimes the bucketeer woul 

run two separate offices under different names, ant 

would buy through one and sell through the other fo 
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| 
the purpose of appearing to carry out the order of his 
customers and yet avoid the expense of retaining se- 


} 


curities. Another device was to control a finance 
company, borrow from the subsidiary through loans 
secured by stocks, which the finance company would 
promptly sell. 

| The bucketeer simulates the real broker, and the 
layman often has difficulty in detecting the former. 
The faker frequently operates over the telephone, 
calling up strangers to inform them of easy oppor- 
funities quickly to attain the wealth of a Croesus. 
The bucketeer employs “business getters” to attract 
“suckers” to the office and pays them commissions 
‘ar in excess of the commission given the broker by 
lis customer. The questionable broker often offers 
teduced rates for executing orders and agrees to keep 
lown interest charges on a debit balance. Where he 
nakes impossible concessions he protects himself 
sither by bucketing or by incorrectly reporting the 
ourchase or sale price to the customer. 

Illicit brokerage thrives partly as a result of the 
mperfection in the legitimate financial machinery 
ind partly as a result of the greed of the public. 
[he salvation lies in making the whole business of 
inance conform more precisely to the requirements 
Mf society and also in education. For the ordinary 
nortal, speculation, even when executed by honest 
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brokers, is usually a profitless adventure, wherea 
sound investment is a reasonably sure road to th 
accumulation of the means of staying out of the poor 
house toward the end of an active life. Speculatio) 
involves unusual risk in the hope of making a hug 
profit. Investment, on the other hand, looks for 
ward only to regular income and safety of principal 


[154] 


Rig ene = 
> ae ee 


CHAPTER XV 
HIGH FINANCE—AND THE PUBLIC GOOD 


Services of Investment Brokers and Stock Ex- 
shanges ; How Wall Street Does its Day’s Work. 


It is unquestionable that only a small part of the transac- 
ions upon the Exchange is of an investment character; a 
ubstantial part may be characterized as virtually gambling. 
(et we are unable to see how the state could distinguish 
yetween proper and improper transactions by law since the 
orms and mechanisms are identical—ReEport oF HUGHES 
JOMMISSION OF 1909. 


Importance must be attached to the protection and safe- 
juards which organized stock exchanges give the stock and 
iond holder, in regulating brokerage transactions and 
gaintaining a standard of commercial honor among 
irokers. The value of this organization becomes apparent 
vhen we take account of the gigantic frauds perpetrated 
ipon innocent investors through advertising campaigns by 
versons unaffiliated with any recognized Exchange.—S. S. 
IUEBNER. 


The stock market acts as a reservoir and distributor of 
apital, with something of the same efficiency with which 
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a series of well-regulated locks and dams operate t 
equalize the irregular current of a river—CHARLES A 
Conant. 7 


What amazing misconceptions and popular preju 
dices are interwoven in the concepts “High Finance, 
and Wall Street! In certain of the provinces politi 
cians regularly support themselves and elect thei 
candidates by denouncing the narrow street that run 
from Trinity Church to the East River. Moreover 
subile promoters who create whatever popular fane 
and prejudice demand, sell questionable securitie 
in abundance by denouncing the financial autocra¢ 
of Wall Street and characterizing their enterprise a 
the forerunner of democracy in finance. A Ney 
England promoter who was less helpful to his se 
curity customers than he promised to be, waxe 
eloquent some years ago about democracy in finance 
Democracy in finance constitutes an alluring phrase 
but beware of the stock jobber who seeks to cash 1 i 
on it! | 

Wall Street is perhaps no more virtuous nor worsi 
than the counting room of the ordinary commercia 
enterprise. Wall Street is the cash drawer of th 
nation’s business. 

The job of investment bankers is to gather fra 
all parts of the land rivulets of investment funds am 
lead them into a great central stream of capital, fron 
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vhich the massive corporate enterprises of the coun- 
ty can draw funds for their development. The 
‘ankers of Wail Street are essentially middlemen, 
ringing borrowers and lenders together. 

| High grade investment bankers are more than 
tere brokers. They buy the securities from the bor- 
ower themselves and run the risk of not being able 
» resell them to the investing public. Part of their 
nderwriting fee is the payment for the assumption 
£ that hazard. 

| Moreover, investment bankers assume a moral re- 
oonsibility for the genuineness and investment value 
f their offerings. Perhaps there is not a house 
hose judgment has not occasionally erred—to write 
[ euphemistic terms—but in case of trouble, ihe 
ivestment banker forms protective committees and 
adeavors to salvage the interest of those to whom 
tey sold bonds. 

‘Moreover, even before financial storms, invest- 
tent bankers frequently sit in on boards of divaaiire 
£ companies that they finance and.make sure that 
orrowed funds are administered in accordance with 
andards which they consider sound. Sometimes 
unkers go further than exercising this negative 
Ower of veto. They occasionally dominate enter- 
rises which they finance and turn the business ex- 
2utives into super-clerks who do little more than 
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carry out the will of the bankers. Such interferene 
frequently robs an enterprise of the originality an 
peculiar individuality which come from the expre 
sion of the real personality of its founders and mai 
agers. It has frequently tended to drive enterprise 
to the rocks, particularly when such control is assi 
ciated with inefficient financing entailing the creatio 
of more securities than the actual tangible proper 
behind the enterprise and its earning power warran 

Bankers are human beings and are no less subje 
to error than their fellow men in other vocation 
However, when the investment banker adheres to tl 
standards of his own profession and provides: sol} 
enterprise with funds that are genuinely needed | 
restricted amounts on economical terms, he is facil 
tating the production and distribution of goods ar 
quickening the tempo of economic life. 

Moreover, he is at the same time forging securiti 
worthy of the thrift funds of investors. 

When, however, instead of being satisfied with tl 
margins of legitimate commissions he controls ente 
prises for the purpose of milking them and for su 
rounding them with capital structures far in excess | 
their real needs, he is creating watered securiti 
which eventually are almost certain to result in lo 
for those who acted on his advice. 

The broker who does not create securities, but wl 
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1erely buys and sells outstanding issues as an agent 
or his customers also plays a necessary réle in the 
resent financial scheme. He not only brings buyers 
nd sellers of securities together, but he assures his 
astomer that he will give him the benefit of bids and 
ffers on securities in which he is interested from all 
arts of the world. 

|The stock exchange is a market place. It is a 
ommon meeting ground for buyers and sellers of 
scurities from all parts of the world. Organized 
jarkets give securities which are listed for trading 
n them an important additional attribute—ready 
jarketability, or liquidity—the capacity of being 
tmed into cash in ordinary circumstances on a 
toment’s notice. 

If it were not for the presence of highly developed 
tganized markets, investment would be a far more 
lermanent matter. One could only put funds into 
aterprises which could be left undisturbed indefi- 
itely. 

For services rendered the charges of stock and 
ond brokers are moderate. The usual commission 
sa little more than 14 of 1 per cent of the par 
alue of the securities bought or sold for a customer. 
a the case of new creation of securities, no commis- 
ion over and above the offering price is charged. 
Having selected a broker, the bond buyer meets 
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with little difficulty in executing an order. He ma 
either visit the office of the bond house and see 
salesman there or may be called upon by a represei 
tative of the house at his office or home, or may giy 
the instructions over the telephone. The followin 
morning he receives in the mail a confirmation ¢ 
the order which reveals the cost of the bonds and th 
amount of commission. The rate of commission ¢ 
bonds is $1.50 per $1,000 face value of bonds, wil 
a customary minimum charge of $1 to $2. Th 
buyer must remit on the same day he receives th 
bill, or interest will be charged for the ith th: 
elapses until the debt is discharged. 

Buying or selling of stocks is carried on in th 
same manner. The unit of trade on the New Yor 
Stock Exchange is 100 shares. Any block less tha 
100 shares is referred to as an odd lot and may k 
purchased through any member house, but the pric 
on the odd lot is 14 to 14 of a point less favorabl 
than that on a hundred share unit. In reporting 
transaction to a customer the broker must reveal th 
name of the broker to whom he has sold the stock ¢ 
from whom he has bought it. . 

New York Stock Exchange brokers charge a min 
mum of $7.50 for buying or selling 100 shares ¢ 
stock selling at less than $10 a share. The commi 
sion is $15 a hundred shares for stock selling bi 
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veen $10 and $125. The minimum is $20 a hun- 
red shares for stock selling higher than $125 a 
iare. Commissions for odd lots are in proportion, 
ibject to the usual minimum charges of $1 to $2. 
Where full payment is not made by the customer, 
le transaction becomes a margin account, and phys- 
al control of the stocks remains with the broker un- 
| the customer has paid for them in full or sold 
em. The margin is the sum which the customer 
its up with the broker as his equity in the transac- 
on. The broker himself must insist that customers 
sep their margin intact, irrespective of changes in 
e market price of the securities. 

Tf a customer buys United States Steel common 
$100 a share and puts up a margin of 20 per cent, 
S equity would be effaced if the stock declined to 
). In that event the broker would notify his cus- 
mer to put up more funds (or additional margin) 
id if he failed to do so, the broker would sell out 
e steel stock at the market price to protect himself 
om loss. In such circumstances the customer 
wuld lose his equity in the transaction. 

In such dealings the broker must supply the other 
i per cent of the cost of the stock. He does this 
ttly by drawing on his own capital but chiefly by 
ing the securities themselves as collateral for a 
an from the banks on which interest must be paid, 
: 
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The broker passes on the interest charges to his ev 
tomer and adds something to the charges to compe 
sate him for his activity. 

The commodity exchanges such as the New Yo 
Cotton Exchange and the Chicago Board of Tra 
(the wheat pit) serve a slightly different functio 
They create the machinery by which speculators 
commodities can discount or anticipate the futur 
Through hedging, the commodity exchange makes 
possible for cotton goods houses and flour mille1 
for example, to eliminate the risks of changes in tl 
price of raw materials. The cotton converter som 
times buys his raw cotton months in advance of se 
ing his finished cotton goods. The price of the k 
ter will depend upon the quotation for raw cott 
prevailing at the time he is offering the cotton goo 
for sale. When he is actually buying the raw cott 
he does not know what the price of the commodi 
will be some weeks hence. He therefore hedge 
selling for future delivery an amount of cotton equi 
alent to that which he is buying at the present tim 
Thus, if the price of raw cotton rises, his actual ¢ 
ton will appreciate with the market, whereas he w 
lose an equivalent sum in later buying additional e 
ton to satisfy his contract to deliver the commodi 
at a future time. If, on the other hand, cotton pric 
decline, his cotton on hand will depreciate. Ho 


[162] 


High Finance 


yer, he will be able to buy cotton to deliver against 
is future contract at a lower price than that at which 
ie agreement was made. Hedging is a device for 
fisetting losses with gains so that the merchant can 
gure in advance precisely what the cost of his raw 
aaterial will be. 
| The number of individuals who trade in the basic 
ommodities is very small compared to those who 
avest or speculate in stocks and bonds, but the prac- 
‘ce of farmers and others directly involved in the 
roduction of these commodities of using the great 
ymmodity exchanges as places to sell out in advance, 
1 case they believe prices will decline, is increasing. 
| Trading in cotton for future delivery on the New 
fork Cotton Exchange is in contracts of 100 bales 
£ 500 pounds each. Quotations on cotton as re- 
orted in the daily press are in cents and hundredths 
f a cent a pound. The minimum fluctuations, 
herefore, represent a variation of $5 in the value of 
ach contract of 100 bales. The commission charge 
; $12.50 for the sale or purchase of one contract 
hen the price is 25 cents a pound or less, the com- 
lission is $15.00 a contract when the price is from 
5.01 to 30 cents a pound, and from 31.01 to 35 
ints a pound the commission is $17.50 a contract. 
In grains the Chicago Board of Trade furnishes 
re primary world Piceti Contracts there are in 
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units of 5000 bushels or multiples thereof. T} 
typical contract is for 10,000 bushels. Quotation 
as carried in the newspapers, are in cents a bushe 
The brokerage commission is $12.50 for a roun 
trade of the sale and purchase of 5000 bushels. 

Coffee and sugar are traded in on the New Yo 
Coffee and Sugar Exchange. A contract of cofft 
is 250 bags or 3,250 pounds, and the minimum flu 
tuation is “00 of a cent. Commissions are $12.8 
a contract bought or sold when the price is belo 
10 cents and $15 when it is between 10 cents ar 
19.99 cents. Raw sugar is traded in contracts of 6 
tons of 2240 pounds. The minimum fluctuations a 
the same as in coffee, and the commission charges a 
$12.50 a contract when the price is below 4 cent 
$15 when the price is between 4 cents and 9.99 cen 
and higher when the price is 10 cents or more. 

Commodity trading is carried on to a large e 
tent on a marginal basis. Conservative houses r. 
quire a margin of $700 a contract in cotton. } 
grains the margin is usually $300 for 5000 poum 
of wheat, $200 on corn and $150 on oats. | 
times of financial stress usually the requiremen 
are more stringent. 
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| HAS THE DAY OF OPPORTUNITIES 
PASSED? 


' 
] 


_A Study of New Frontiers and the Disappearance 
f Free Land. 


_... Since the days when the fleet of Columbus sailed 
ito the waters of the New World, America has been an- 
ther name for opportunity, and the people of the United 
tates have taken their tone from the incessant expansion 
hich has not only been open but has been forced upon 
lem. 

He would be a rash prophet who would assert that the 
{pansive character of American Life has now entirely 
tased. Movement has been its dominant fact, and, unless 
us training has no effect upon a people, the American 
nergy will continually demand a wider field for its 
xercise. 

But never again will such gifts of free land offer them- 
‘Ives. For a moment, at the frontier, the bonds of cus- 
‘m are broken and unrestraint is triumphant. There is 
» tabula rasa, the stubborn American environment is there 
ith its imperious summons to accept its conditions; the 
herent ways of doing things are also there; and yet, in 
vite of environment, and in spite of custom, each frontier 
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did indeed furnish a new field of opportunity, a gate 
escape from the bondage of their past, and freshness ai 
confidence, and scorn of older society, impatient of 
‘restraints and ideas, and indifferent to its lessons, ha 
accompanied the frontier. 

What the Mediterranean sea was to the Greeks, breaki 
the bond of custom, offering new experiences, calling ¢ 
new institutions and activities, that, and more, the ever : 
treating frontier has been to the United States directly, a 
to the nations of Europe more remotely. 

And now, four centuries from the discovery of America, 
the end of a hundred years of life under the Constitutic 
the frontier has gone, and with its going has closed the fi 
period of American history —FREDERICK JACKSON TURNI 


Psychologists characterize the universal yeal 
ing for the good old days as the obliviscence of t 
unpleasant. The human mind has a tendency 
forget the hardships and the bitterness of bygo 
days and to remember only the more pleasant : 
pects. Pessimists in each new generation lo 
back into the pages of history and sigh bitterly t 
cause the day of opportunities to do things has pass 
forever. 

From the time of its accidental discovery by € 
lumbus in 1492 up to 1890 when the last of the fr 
land in the United States was exhausted, Ameri 
was looked upon as the land of opportunity. Wot 
ers in the city, if oppressed, had the alternative 
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going west and settling on land which they could 
acquire for the asking. Even serious-minded econ- 
mists wondered at the beginning of the last decade 
of the 19th century whether the day of extraordinary 
pportunities in the United States had passed with 
he exhaustion of areas of free land. With all the 
shoicest agricultural area privately owned, it was 
feared that America would become like the Old 
World, a place of slow and gradual plodding rather 
than what it had historically been, a hunting ground 
for pathfinders and pioneers, a place where miracu- 
lous and colossal growth had become a commonplace 
Jevelopment. But strangely enough, with the dis- 
appearance of free land other economic forces came 
Into play which more than offset the seemingly ad- 
verse development. The growth of the country 
since 1890 has been wholly out of proportion with 
the slow pace before that year when free land was 
still available. 
The national income has grown as follows: 


11890 12 billion dollars 
| 1900 18 billion dollars 
| 1910 32 billion dollars 
| 1920 60 billion dollars + 


The buying power of the population was never 
greater than in 1923 and 1924. The average per 
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capita income in dollars, which of course varies it 
purchasing power through the business cycles, ha 
shown a tendency to move steadily upward in thy 
United States, as indicated by the following table: 


Date Per capita income 
1 1850 $ 95 

1870 174 

1890 192 

1900 332 

1918 586 + 


By the introduction of efficient methods in agricul 
ture, more produce has been raised per capita de 
spite the disappearance of free land. The followin 
table shows productions per capita illustrating thi 
point: 


1900 1920 
1 Wheat 54.9 78.1 (bushels) 
Corn 205.4 pol. (bushels) 
Cotton .0976 .1247 (bales) 
Rice 24.5 135.5 (pounds) 
Sugar Beets 16 135.3 (pounds)? 


Moreover during this period there has been in the 
United States a tremendous development of th 
theory of mass production through the increased ust 
of automatic repetitive machinery. This revolutior 


1From Julius H. Barnes’s “The Genius of American Business.” 
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in industrial technique has made business leaders 
strive perpetually to widen the market for commodi- 
ties through cheapening the price. The classic ex- 
ample of this method is that used by Henry Ford in 
the sale of cheap automobiles and tractors. 

The development of big business during the 20th 
century has changed the habits and ambitions of the 
younger generation which looks increasingly to prof- 
itable employment by large corporations rather than 
ywnership of small independent enterprises. The 
multiplication of large economic units whose opera- 
ions extend throughout the continent has enormously | 
nereased the demand for managerial skill. The 
iumber of jobs with emoluments as large as that the 
President of the United States receives is greater 
han ever before. 

_ The development of the machinery of the money 
narkets and other channels of investment reaching 
nto every city and town in the country forms the 
yackground which facilitates the launching and devel- 
pment of colossal enterprises designed to serve efh- 
tently and economically genuine human needs. 

' Apart from the opportunities of the cities, great 
iections of the country in the West and Southweast 
ind parts of the South are still thinly populated and 
iffer fertile fields for development. 
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A FORMULA FOR EFFECTIVE THRIFT 


Avoidable and Accidental Factors which Frustrat 
those who Would be Prudent. 


The best plan of life insurance is the plan that will en 
able you to buy as much protection as you can afford a 
quickly as possible—HeENRY BRUERE. 


In the ranks of those who die penniless are mam 
who perceived the philosophic merits of thrift. Pi 
ous hopes of leading an economically sound life haw 
in many instances been frustrated. | 

Unless an individual sets out more or less con 
sciously to offset the factors that are likely to blod 
his thrift impulses, he may be deterred from develop 
ment along the lines of economic rationalism. | 

Internal psychological tendencies and externa 
events alike conspire to drive the individual towart 
the disastrous paths of thriftlessness and improvi 
dence. The intention 4o save, to live within i 
budget, involves an intellectual decision fraught will 


little emotional content. On the other hand, instine 
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tive animal impulses tend to militate against the car- 
rying out of the program. 

_ What are the elements conspiring against eco- 
nomic well being? 

Greed and avarice 

Extravagance 

Bad judgment or advice 

Gambling tendencies 

Faulty investment technique 
| The foregoing deal with the individual himself— 
bis character and his training. To succeed fully, an 
individual must gain control of himself and regulate 
potential, wayward tendencies which exist more or 
less in all individuals and which, if uncontrolled, 
lead him astray financially. Before he can obtain 
economic independence through his own efforts he 
must first be master of his own soul. 

_ There are, however, factors that sometimes frus- 
trate the thrifty which lie wholly outside the influ- 
ace of the human will. These include 
| Accidents, 

Illness, 

Premature death, 

Unemployment. 

Nicely balanced, statistically correct programs for 
duilding up an investment fund which will lead to 
‘independence in twenty years may be ruthlessly up- 
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set by a careless taxi driver who suddenly blots the 
saver out of existence or hopelessly cripples him. 

Or a chronic malady may seize hold of an indi: 
vidual and not only interfere with saving but actually 
use up the accumulated thrift funds. 

These contingencies and even unemployment car 
be anticipated and provided against through insur 
ance which is simply a collective device for trans 
ferring hazards from the individual to a group 
Though the career of an individual is unpredictable 
that of the group can be forecast with minute 
precision. 

Life insurance makes the human will effective i 
financial matters. It is a force which translate 
good intentions into accomplishments. 

It constitutes a certain means of creating an asseé 
free from the hazards to which other schemes ar 
subject. 

Many foolish men seek to compare the relative 
advantages of life insurance and bonds. Som 
argue that good bonds yield more than insurance anc 
that, if they should put their money regularly int 
sound bonds instead of into the treasury of an insur 
ance company, they would be richer at the end 0 
twenty years. Perhaps they would be if able to selee 
the right kind of securities,—except for one enor 
mous element of risk. 
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The man who buys only bonds figures on the in- 
vestment risk, forgetting the greater hazard in re- 
spect to the span of his own life. During the second 
year of accumulation, for example, a misdirected 
steering wheel may suddenly terminate the existence 
af the investor who will perish with scarcely more 
han 5 per cent of the estate he planned. Accidents 
nay relentlessly nullify the noblest impulses of the 
ndividual who aspires to protect the lives of his wife 
ind children through his own savings. 

: Life insurance, on the other hand, is a means of 
mmediately transforming a wish into an assured 
act. If a man decides to take a $20,000 policy 
tnd pays his first premium of $500, no factor can 
revent the execution of his plan. Death through 
‘ecidental or natural means will bring the full face 
falue of the policy to his beneficiaries. If he dies 
oon, then the yield on his investment becomes pro- 
ligious—greater by far than the widest promises of 
he most unscrupulous stock salesman. 

Life insurance then must be regarded primarily 
S protection against the possibility of premature 
ath, which every individual faces. Since every- 
ne dies, every policy in good standing eventually 
jatures. If a man were assured that he would live 
‘stipulated number of years, he might do better with 


is money than to buy life insurance. But since 
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none has a guarantee clause in his contract wit 
nature, everyone with dependents, present or prospet 
tive, ought to give insurance a place in his financie 
program. 

For pure protection, ordinary life is the best po 
icy, for with the exception of term insurance, whic 
has limited uses only, it gives the greatest coverag 
for the least expenditure. Each individual shoul 
have his own needs analyzed by an insurance @ 
pert. In general, however, it may be said that o 
dinary life is virtually always the most suitable fon 
of policy for the man over thirty with dependent 

Younger men, who are asked to pay lower rate 
can consider the more luxurious policies such ¢ 
limited payment (usually twenty payment) life ¢ 
endowment policies. These forms of insurance al 
more expensive than straight insurance and give rf 
greater protection in case of death. They combir 
in varying degrees coverage against the risk of b 
ing cut off prematurely with investment feature 
Twenty payment life and endowment policies have 
greater cash surrender value than ordinary life an 
also a bigger borrowing allowance. 

The fancier policies have the merit of compu 
sory saving. A man can achieve this same objectiy 
by buying straight life, and at the same time maki 
a contract with a well conducted building and lo 
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ssociation to save a stipulated sum each month 
ver a period of twelve years. Such a combination 
ill yield more whether the insured lives or dies 
aring the term of the policy. 

If a man were certain of dying before twenty 
sars the ordinary life policy would demonstrably 
; the best, for it would give as much as the others 
ir less money. If a man were sure of living 
fenty years or more, then there would be something 
be said for limited payment and endowment 
jlicies. The advantages of the limited payment 
licies are largely psychological, wholly independ- 
t of the statistics of the situation. 

‘The ordinary human being derives satisfaction 
om the knowledge that at a stipulated time in his 
'e his insurance needs will have always been taken 
te of. The same feeling applies to endowment 
licies where the rate is higher. At the end of 
‘enty years the individual can either continue his 
surance or withdraw his cash allowance from the 
mpany. The cash surrender value will be small- 
; on ordinary life, larger on limited payment, 
d still larger on endowment policies. At the time 
2 endowment policy matures the cash surrender 
lue coincides exactly with the face amount of the 
licy. 

For the man who lacks the will power to save 
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without compulsion or the technical skill for mi 
ing good investments, endowment policies serve 
useful purpose. They yield less than all but 1 
very highest grade of bonds, but endowment polic 
entail a high degree of safety. The financia 
illiterate person who buys an endowment policy 
which he pays annual premiums has the satisfacti 
of knowing that canny investment specialists at | 
headquarters of an insurance company will wai 
his funds with consummate skill. He has thus fre 
himself from the danger of buying worthless sec 
ities by which he might, like thousands of othe 
lose his principal. | | 
Twenty payment life is especially suitable : 
men under thirty who are not hard pressed fin 
cially and who can afford something better than} 
cheapest form of policy. Twenty payment polic 
are adapted to the tastes of men of this group ¥ 
believe in their hearts that they are going to | 
twenty years and are willing to speculate on the fé 
When in doubt, the prospective insured sho 
buy ordinary life, for having once been accep 
into a company as physically and morally fit, 
can always convert a cheaper policy into a more 
pensive one. It is best to buy as much insura 
as the buyer can afford when he is acceptable 
‘the company. Switches into more costly polit 
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in always be made, if desired, later in life when 
e insured is likely to be better off financially and 
orse off physically. 

‘The danger of waiting is that one of an infinite 
(riety of diseases may render one ineligible for 
surance. It is one of the real tragedies of life 
at the physically disqualified clamor for insurance, 
nereas those eligible for it ordinarily will not par- 
ke of the privilege without the most persistent per- 
asion on the part of an agent. 

‘Of all present day salesmen, few if any, sell a 
ore useful service than the life insurance agent— 
d yet he is despised more than any other. This 
jomaly is partly his own fault and in part ascrib- 
ile to stupidity on the part of the public. Of 
urse, some of the older generation remember the 
tly history of life insurance, when it was fre- 
ently a fraud and always unscientific. 

‘Until recently, life insurance selling had not 
ached the plane of a profession. Failures in other 
cations gravitated to insurance and sought to 
ike sales on the basis of seeking favors from rel- 
ves and friends rather than through a genuine 
derstanding of the needs of clients. 

The new insurance agent renders service in lay- 
} out programs and suggesting policies that fit 


ticular requirements. As modern life becomes 
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more complex, new uses are found. The levyi 
of inheritance taxes in recent years has, for examp 
led to widespread buying of life insurance by wealt 
men to provide cash for the payment of de 
duties. 

The policy holder should seek insurance with 1 
same avidity and interest with which he buys e 
rettes, baseball tickets, and clothing. He should 
longer purchase insurance reluctantly as the f 
way of getting rid of an agent who has proved 
nuisance. If the agent appreciated the dignity 
his calling and realized that life insurance is | 
most difficult of all services and commodities to hi 
he would escape from the odium of being both 
some. What other institution shows the indepei 
ence of an insurance company, which thumps yi 
chest, listens to your heart-beat, asks you imp 
tinent questions about your personal habits a 
about the behavior of your grandmother before 
will accept your patronage? 

By taking out an insurance policy the individ 
removes all the financial uncertainty associated W 
death. The insurance company, for its part, 
taking no chance, for, though an individual’s life 
uncertain in duration, that of a large group is ¢ 
initely predictable. The insurance companies of 
ate in accordance with the American Experiel 
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ble, which is based on the records of the past. 
iriodical health examinations and general medical 
lvance, especially in respect to preventive work, 
jad to lengthen the average life. As this develop- 
lent continues, life insurance will become cheaper. 
‘Individuals dependent upon their own physical 
id mental labor for a livelihood face other personal 
izards besides death. Their main capital is a 
lund body and mind, and earning power depends 
jon their physical well being. Unlike the business 
‘im whose enterprise will run on just the same 
ten he is bedridden, the employee is likely to lose 
i income when he is indisposed. 

Unless protected by capital reserves, the ordinary 
lividual cannot afford to assume the risk of sick- 
iss or accident. He should transfer this hazard 
(an insurance company. In buying health and ac- 
lent insurance he should buy a non-cancellable 
icy. The cancellation clause in health and ac- 
lent policies is one of the most deceptive in pres- 
t day insurance and is evil because many policy 
ders do not understand its real significance. The 
jacellation clause gives the company the right to 
acel a policy after paying a claim when it believes 
it the policy holder’s health has been impaired 
J that the same illness or related maladies may 
cur. 
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In applying for a non-cancellable policy such 
that written by the Pacific Mutual Co., of Calif 
nia, or the Massachusetts Accident Co., the would: 
policy holder must undergo a physical examinatic 
and, if accepted, he remains insured at least up tot 
age of sixty, provided he pays his annual premiun 
irrespective of the future status of his health. — 

Selecting a company is a specialized matt 
When in doubt it is well to consult a banker. Eve 
individual ought to select an insurance agent ji 
as he seeks out a physician or dentist, and be will 
to follow his advice. | 

In general, one should bear in mind that ra’ 
are nearly the same in any of the well managed co 
panies and usually one gets what one pays f 
The mutual companies, which are owned by the p 
icy holders, are run for service, not profit. Th 
are among the best companies in the country, thou 
not invariably the cheapest. } 

In taking out accident and health policies an 
dividual ought to buy enough to take care of at le 
his minimum living requirements in case of disal 
ity. In buying life insurance, he should buy enou 
to create a fund, which, if invested at 5 per ce 
would take care of the requirements of his depet 
ents. In estimating his family needs he should ‘ 
duct his own personal expenditures and savings, a 
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‘member too that his family can be expected to 
jonomize a little after the bread winner has gone 
to the great beyond. 

Mlowever, few need to be warned against buying 
© much insurance. The average man is under- 
‘sured, particularly since the purchasing power of 
le dollar has shrunken since 1913. 

|Insurance against unemployment has not gained 
uch headway in this country. In England and con- 
hental European countries, the government fosters 
employment insurance. Where the government 
ntributes to the maintenance of the system it is in 
le nature of doles or charity and somewhat apart 
om the problems of this volume. In the United 
ates a common form of unemployment insurance 
jmembership in trade unions, many of which have 
nds to take care of members out of work. The 
hite collar man or professional worker can per- 
ps best provide against the risk of a break in con- 
juous employment by saving and setting up a def- 
ite reserve against such a contingency. 

In summary, an effective formula is one that pro- 
Jes for the regular investor a background of in- 
Hence which will offset external and unavoidable 
tors which might otherwise frustrate those who 


Meld be thrifty. 
| 
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CHAPTER XVIII 
SECRETS OF THE FINANCIAL PAGE 


Facts and Fancy; how to Keep in Touch wi 
Developments Affecting Securities. 


It is always easier to say that the market is going do1 
because it is being raided by powerful and consciencelt 
bears than merely to call attention to the undoubted fi 
that no one wants to buy stocks. It not only sounds bette 
it reads and writes more easily. The writer knows wl 
he is talking about, for he had to fill a column in a N 
York newspaper with stock market gossip every day for ff 
or six years. : 

The public must always personify what is going ¢ 
There is no way of personifying the cold fact that peoj 
do not want to buy stocks, and a financial editor cannot fi 
new ways of stating this naked, unadorned and comfo 
less truth every day in the year—ALBErT W. Atwoop. 


THE purpose of the financial page of a newspaf 
is to reveal the financial situation to the publ 
And yet, the technical, uninviting, mystifying chi 
acter of the conventional page would lead one 
suspect that the object was to conceal the finanei 
situation. ! 
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Tables with curious symbols unexplained, news 
‘stories rendered obscure by Wall Street jargon, 
parts of the statistical material and text rendered 
meaningless to the layman by abbreviations—all 
these traditional characteristics of the old-fashioned 
financial page tend to repel the inexperienced 
reader. 

| By getting the other fellow’s point of view and 
attempting to pity the poor reader the editor can un- 
lock the gates that keep the masses away from the 
financial page through a few simple changes. If 
ithe stories are written in pure lucid English instead 
of Wall Street journalese, if an explanatory note 
accompanies statistical tables and explains the key 
to their workings and their practical utility and, if 
words are not abbreviated beyond recognition, then 
the small investor as well as the large can read the 
financial page with real understanding. 

The backbone of the financial page—much as we 
writers hate to admit it—consists of quotations of 
prices. The most important of the tables from the 
standpoint of interest, is that showing dealings in 
stocks on the New York Stock Exchange and next, 
Jealings in bonds on the New York Stock Exchange, 
ind then transactions on the New York Curb market 
and quotations in active, unlisted securities. 

\ Many of the New York newspapers start their 
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stock quotations with a tabulation of the total volume 
of transactions in the session reported. The num- 
ber of sales gives a clue to the extent of speculative 
interest at the time. In periods of speculative fever, 
the volume of activity at the great whirlpool of 
speculation expands, whereas in times of public 
apathy the number of transactions declines sharply. 
A typical record of stock quotations from one of 
the New York morning newspapers is subjoined: | 
The first item at the extreme left: High 1924— 
is the highest price which the stock whose name ap- 
pears slightly to the right has been quoted thus far 
during the current year. The net item “Low 1924? 
indicates the lowest at which the same stock has been, 
sold during the current year. “Div. in $” indicates 
the regular dividend which the company is paying 
to shareholders expressed in money, not percentages. 
After the name of the company the next item is. 
Sales. This figure reveals how many shares of the 
stock changed hands. An unusually large number 
of sales for a particular stock lifts it out of the rut 
and indicates either pool manipulation or active 
general buying and selling for the expected rise OF: 
decline. + 
The next heading “Open” means the first price at 
which the stock was quoted that day. Although the 
stock market opens at 10 o’clock sometimes there is 
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Amer Tob Class B .. 500 142% 14214, 


. Sales. Open. High, 
Adams Express ..... 200 82 
Advance Rumely ... 200 814 
Advance Rumely pf .. 100 341% 
Aire Red uchonies< sso 200 *79% 
Ajax Rubber cele sees 300 638 
Alaska Juneau ..... 300 14 
All-Amer Cables .... 100 *99% 
Allied Chem & Dye .. 900 73% 
Allied Chem & D pf 100 115% 
Allis-Chalmers Mfg .. 1500 50 
Amer Agri Chem .... 100 814 
Amer Beet Sugar ... 100 41% 
Amer Bosch Mag ... 100 30 
American Can ..... 82600 1114 
Afmer= OUan- pf" ka 100 115 
Amer Car & Fdy .... 500 162% 
Amer Car & Fdy pf. 100 123% 
Amer Chain Class A 600 2214 
Amer= Ohicle =) ..233 700 19% 
Amer Drug Synd ... 100 87K 
Amer Express ...... 8700 104 
Am & For P 25% pf 800 95% 
A & F P 25% pd sel 6 300 95% 
American Ice ....... 300 91 
Amer Ice rts ....... 1400 7k 
Amer International . 700 223% 
Amer. Locom’ >. .--:. 2. 1000 T47R 
Amer 1i0co- pl... ae 100 11914 
Amer Metals ......; 200 431% 
Amer Radiator ..... 2400 104 

-50 Amer Safety Razor .. 200 65% 
Amer Ship & Com .., 100 12% 
Amer Smelt & Ref .. 2900 655% 

Amer S & R pf:.... 100 100144 
Amer Steel Fdries .. 1100 8554 
Amer Sugar Ref .. 700 441% 
Amer Sugar Ref. pf . 300 8734 
Amer Tel & Teleg .. 3400 12114 121% 
Amer Tel & Teleg rts 11384 814 
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no transaction in a particular share of stock for two 
or three hours or even more after the beginning of 
trading. 

As its name indicated, “High” signifies the peak 
price for that stock that day, and “Low” precisely 
the reverse. “Close” means the final quotation of 
a particular share of stock on that day. The stock 
market on ordinary days closes at 3 o’clock, though 
frequently the final sale of a particular stock might 
occur several hours before the end of the trading 
day. “Net chge.” meaning net change, signifies the 
difference between the closing price on the day re- 
ported compared with the final price of the previous 
market. If the final price of the day reported is 
larger the difference is preceded by a plus sign. If, 
on the other hand, the final price on the day reported 
is smaller than on the previous day, the difference is 
preceded by a minus sign. 

Stock prices are quoted in dollars per share. 

After net change appear the words “Bid” and 
“Ask.” Together they give later information on the 
price situation than the quotation of the final sale. 
They constitute closing bid and ask prices. The 
bid is what a buyer is willing to pay for the stock 
and the ask is the lowest figure which a holder of the 
stock is willing to sell it for. If the market had not 
closed, the next sale in all probability would have 
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taken place at some mean figure between the bid and 
ask prices. | 
_ In miscellaneous markets which give quotations 
of securities that are unlisted on the New York Stock 
Exchange or on the New York Curb but which are 
sold actively “over the counter,” which means 
directly by one dealer to another without the formal- 
ity of transactions on any organized market place, 
only the bid and ask prices on stocks and the yield 
on certain classes of bonds are usually reported in 
the press. 

_ Bonds are quoted in percentages of face values. 
Newspapers which devote a large amount of space 
to financial matters continue to report each bond 
transaction on the New York Stock Exchange sepa- 
rately as the subjoined table indicates. 

_ A sample of a typical Bond Table follows: 


| 


| 


WN. «YY; City .4s 23.... 9958] Canadian Gen Elec 

| 1956 reg | WR A be deb 6s ser A 

| 10%); 9844 9.... 99% 1942 

| 4s 1958 gold 4s 1948 4.... 105% 

1.... 98% 10.... 86%} Canadian Nor 

| eC O63, 6%s 1946 

| A evt 41s 1933 TS. 1996 

| Teja gu ye he 

| Adams Expr 2.... 90%} 7s 1940 

— 4s 1948 1 sof. 90 1 HAE Wis 

| besten 200 1 3d. 90 iat toue 
Alaska G M cvt (ie en ts sla! iis s LIS 

_ deb 6s 5... ois OO Canadian Pac deb 
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ser é 1925 
64% 
Am e5 ‘Ch 
cvt 5s 1928 
1. 9644 
Tis 1941 
86 
8554 
8514 
86 
8534 
.. 85% 
Am Ciihia et 
6s 1933 


CwWOwWwNwn 


5.... 94% 
i Wega 2 FS 
Am Cot Oil 
5s 1931 
Vas 223890% 
Buren’ 990 
Am D & Imp 
ext 6s 1936 
Soe “ae 
Am Republics 
deb 6s 1937 
20. 5 es G2 
Am Sm & Ref 
Ist 5s 1947 
19.... 94 
6s 1947 
1.... 105% 
2.... 105% 
Top 706 
Am Sug Ref 
6s 1937 


ea! 
RE Le 
ref 5s 1995 
Baty eee 
12s, poe 
6s 1929 
TP. kg hoes 
6.... 102% 
Liew Oae 
LS vss * oO 
Liven ae 
8.... 102% 
2... 102% 
ref & gen ‘Ga 
1995 
ee ba: 
3.... 100% 
40.... 101 
1.... 101% 
Bences LOL 
5.... 100% 
ee. Oe 
5.... 100% 
10.... 100% 
Pe. oa 
16.... 100% 
13.... 100% 
ohn LOL 


PLE & W Va 
4s 1941 


Levan) oe 
7 PEA SA 
Swn div 3%s 
1925 
22502. oe 


4s perpet 
16.... 81% 
1.... 80% 
Tee 


5.... 80% 
Car Clin & O s 1 
6s ser A 


1952 

6.... 102% 
5s 1938 

1. ove) 


Cen of Ga Ry of 
& gn 5%s temp 
1959 

4.... 98% 
con 5s 1945 | 

1.... 99m 

Leather 5s 


85.... 99% 
Centl Pacific gtd 4 
1949 


Cen 
1925 


1.... 88% 
10.... 88% 
12.... 88% 


Centl of N J ger 
6s 1987 reg: 
istered 

1.... 10534 
1.... 105% 
Cent R R & Bkg 
Co of Ga col 5s 
1937 | 
2.... Oa 


At the top of the table these words, “N Y City 4s 


ae rept lO. 
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bonds representing the obligations of New York City 
which mature in 1956 and meantime bear interest 
at the rate of 4% had sold at 98'%4% of the face value 
which in the case of bonds is $1,000. The quotation 
indicates that such bonds sold at $982.50 each. 
Below appears this expression “Adams Expr. 4s 
1948 I. . . . 80.” This of course means that one 
‘housand-dollar bond of the Adams Express Com- 
dany which falls due in 1948 and meantime bears 
interest at the rate of 4% had sold at 80% of face 
falue, or $800. Although the maturity date is an 
‘ssential fact which the investor needs, the news- 
yapers only recently began to include it in their 
yond tables. 
_ The New York Curb quotations for stocks and 
yonds, though containing less detail, are based on 
he same principles as the quotations based on the 
New York Stock Exchange securities. 
| Since the war transformed America from a debtor 
0 a creditor nation, interest in international finance 
las risen markedly. 
_ Reflecting this, the newspapers give greater atten- 
ion to foreign news and quote the foreign exchanges 
nore fully than in pre-war times. 
_ The subjoined typical foreign exchange table is 
‘irtually self-explanatory. 


-1See formula in the appendix for figuring yield on bonds. 
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EUROPE 


Previous 


Wednesday day 
GREAT BRITAIN (par $4.86 a sovereign) 


Demand 40). Saf ons on eva ee 4.53% 4.53 
Cabled:isis « saliade hap eee 4.53% 45314 
60-d bills (buy’g) ........ 4.49%, 449% 
90-d bills (buy’g) ........ 448% 4.48 
FRANCE (par 19.3 cents a franc) 
TICHHEANG (cies eva so ve cee nn 5.56 5.54 
Gables cet Was Rebs ee eee 5.56% 5.54% 
BELGIUM (par 19 cents a franc) 
Deviand cers oe eons vate 5.13%4 5.12% 
Gables: (1558. SRG tas teed tee 5.14 5.13 
SWITZERLAND (par 19.3 cents a franc) 
Demand) .4s'vssav ines tae cee 18.86 18.86 
Cables). SRR. Wa eae 18.88 18.88) 
Italy (par 19.3 cents a lira) 
Demand, ese aeees. eseare 4.4814 4.5054 
Cables unde ete nes .. 448% 4.51 
Holland (par 40.2 cents a florin) 
Demand «|. ue ecetues sss css 39.05 39.02 
Cablege ek frais Ch ae eee 39.09 39.06 
AUSTRIA (par 20.3 cents a crown) 
Demand Oru o om. s cee eee .0014% .0014% 
Cablog oy ec cmes cee see .00144% =.00144% 
NORWAY (par 26.8 cents a crown) 
Demand 62s its san asubcatn 13.97 13.92 
CADION. tale an vas oh we namiecieae 13.99 13.94 
SWEDEN (par 268 cents a crown) 
Dem As buvciekn coe 26.61 26.58 
CWbléa os sok sees she ea eee 26.63 26.60 
DENMARK (par 268 cents a crown) 
Demand © é <édytdis nt hee yp owl 16.12 16.04 
Cableg ) ooo iis os weer eine 16.12 16.06 
SPAIN (par 19.3 cents a peseta) 
Demand * oi/s.s:s's's's > «0p a 13.49 13.50 
Cables ) i ysatgcceale ae tones 13.51 13.52 
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The “Demand” quotation is that on checks that 
ire sent across the seas by ordinary mail. The 
quotation for “cables” is for instantaneous transfer 
wf funds by cable or wireless. The quotations for 
30 and 90 day bills are for commercial paper which 
yecomes payable 60 or 90 days after presentation 
it a foreign bank. The varying periods of avail- 
ibility of the cash entailed in these four types of 
fuotations make allowance at current interest rates 
‘or loss of use of funds in the meantime. 

_ The subjoined table indicates the status of the 
noney market, which, in turn, has an important bear- 
ng on the speculative and commercial situation. 


Money AND CREDIT 


| 


| 
] 





| CALL LOANS 

| 

RLY 2c tdbald Vide Sha vie.@ Sided « de Bi ULASts) « SFawlanade ds vse Vet nee 2 

I woes eran ceicesicadeeses J. APTCVIOUS | ClOSGcswavedsthccce 2 

| hy ES SR eal Ba SIP MeL CAL ALO daw yale ctocae wale culate 6 
TIME LOANS 

| Indus- 

Mixed trials. 

NR ai ic case sasieeeces 22@2— 2%4@ — 

ECR ik. 6 e's sip'gh vale a ke bee's & 2% @2% 24%4@2% 

METRO TSE MHONLNS. 2. sce cece eke sb elas'ece 3 @3% 3 @3% 

COMMERCIAL PAPER 
Beeenainies; tour to. six months: ........0ccsceccceedwaatiaes 3% 
me nemess jour! to) .six ‘months... 6... 6.0.0 SCN Sie ok 4 
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BANKERS’ ACCEPTANCES 


PASMNLY CLAYS, » 0 a's, o.r v9 0 ele 5 0.» 5 ¥.0.0'0 0 9 wi cused eee 2% @2 

RIERIV OC COVS ss uisk vos co ovale e 500 mole tae naan ae 24% @2- 
Ninety: fidaysi. issue see et JO A A 2% @2 
our months. . 4 .'a's «4's cie-s's we pince Pinte Datdls ee oe ee 24% @2- 
Five’ months.......... ie'v eu se pp ote'alsic ects ete 2% @ 28 
SexK months! 60) 955s A 242 @ 2% 
ally loans..s oc sie'cie sided od 6 enti bi ob ole sie ail ie a 1% @ 13, 


Call loans are one-day loans by which broker; 
borrow funds from banks and put up stocks and bond: 
listed on the New York Stock Exchange as collateral 
Such loans are made only for a single day, but car! 
be renewed by mutual consent for an indefinite per 
iod. Sometimes call loans run for five or six years | 
The most significant rate is the renewal rate. | 

Time loans, as the term is used in the foregoing 
table, constitute another means by which brokers 
borrow funds from banks to finance speculative cus: 
tomers who buy securities on margin; that is, who! 
put up only 10, 20 or 30 per cent or more of | 
cost of the securities and instruct their brokers to pay 
the rest. Time loans are the same as call loans ex: 
cept that instead of running for one day they continue 
for a definite stipulated period, such as 60, 90 o1 
180 days. | 

Commercial paper and “Bankers’ Acceptingalal 
reflect not speculative operations in securities but! 
actual financing of trade by business men. In ad- 
dition to borrowing at their own banks, a number 
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of larger business enterprises also sell their short term 
yromises to pay, usually running up to six months, to 
so-called bill brokers who in turn sell the notes to 
yanks and others seeking short term investments. 
Jankers’ acceptances are similar but differ in one 
sential respect. They carry not only the promise 
f one concern to pay, but always at least two names 
neluding that of a bank. An acceptance is a bill of 
xchange drawn by the seller of merchandise on the 
juyer, who gets a bank to signify in his behalf ac- 
eptance of the obligation to pay. If the buyer sig- 
lifes acceptance directly instead of through a bank, 
he bill becomes known as a trade acceptance, instead 
f a bankers’ acceptance. Trade acceptances are 
ised primarily in domestic trade, whereas bankers ac- 
eptances are ordinarily used to finance shipments 
f commodities to foreign countries. 

Statistical material and routine constitute a large 
nd important part of a financial page. The origi- 
ality and enterprise of the financial editor are re- 
ected in the character of the statistical material, but 
ood innovations are quickly copied by his competi- 
xs. The actual reading matter, consisting of finan- 
ial editorials and news stories, better reflects the 
eal personality of the editor and his staff. The or- 
inary financial page starts with the so-called market 
sad, in which the financial editor comments on the 
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significance of the day’s fluctuations at the securi 
and commodity exchanges. He attempts in this a 
ticle also to interpret the speculative significance ( 
domestic and world news of a political and econom 
character. In his leading article he strives to ratio} 
alize about the seemingly chaotic and sometim 
meaningless minor movements in speculative price 
He strives to give life and significance to the statistic 
material which abounds on the financial pages. 
On the same page as the stock quotations and tl 
market lead, there usually appears a so-called goss} 
column which runs under sundry headings in tl 
Metropolitan newspapers, such as “In Wall Street 
“Topics in Wall Street,” “Wall Street Talk,” “Tl 
Day in the Street,” and “News for Investors.” __ 
Whereas the market lead deals with the marke 
as a whole, these paragraphs treat of particular s 
curities and commodities. They reflect the chatt 
of brokerage offices, much of which needs to be sift 
critically. 
Carefully edited newspapers do not wish to | 
used by pool manipulators to disseminate mislea 
ing information designed to lure suckers im 
their snares. And yet paragraphs conveying goss 
rather than authentic or official information, shou 
be read in the spirit of criticism and challeng 
Gossip columns frequently give the first intimatic 
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if new developments before they have been formu- 
ated into definite announcements which constitute 
ormal news stories. In speculative matters time is 
f the essence and the astute trader who can build up 
peculative theories from mere hints will prefer 
n inkling to-day to an exhaustive story to-morrow. 
When a company is ready to make an official an- 
louncement concerning new developments the specu- 
ative value of the information has usually already 
een capitalized. On the ordinary financial page 
he gossip column is the most distinctly speculative 
‘eature. 

Standards vary on different newspapers as to the 
tare with which material for the gossip column is 
| aia In some newspapers, less exacting than 
ythers, the gossip column constitutes an admixture of 
‘act and fancy where the theories of reporters, bro- 
iers, and professional speculators are exploited. 
Ben some newspapers that are exceedingly careful 
n their news stories and in the editorial material, 
et down the bars somewhat in the treatment of gossip 
yaragraphs. 

' Reports of the grain exchanges, the cotton market 
ind the Curb embody some of the principles of the 
tock market lead, entailing a factual report of the 
lay’s transactions combined with an editorial inter- 
dretation of the meaning of the changes. However, 
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they ordinarily occupy less space and are done b 
subordinates rather than by the chief of staff. The 
run either under stock heads such as “Curb Market 
“Cotton Market,” “Grain Market,” or under ordi 
nary news headlines, which feature the peculia’ 
character of the day’s transactions. Besides thes 
there are on the ordinary financial pages a variety 0. 
financial news stories depending on the events of th 
day. 

Broadly speaking, two kinds of news stories ag 
pear on the financial pages,—news of cause an) 
news of effect. Under news of effect may b 
grouped the stock market lead, the curb story an 
the articles about the cotton and grain exchanges, al 
of which chronicle the result of new and prospectiv 
developments on security prices. 

News of cause, on the other hand, consists of ste 
ries containing information which will react on secur 
ity or commodity prices. It is news of this characte 
that speculators are particularly anxious to get, fo 
it is the stuff out of which their plans and strategie 
are made. News of effect constitute regular every 
day routine features. Under news of cause, an en 
terprising newspaper may carry exclusive stories. 

The various bank statements * open up to publi 


2For an explanation of the meaning of the bank statements, se 


Chap. XX. 
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view the status of money markets. At present the 
statements published in the newspaper on Fridays of 
the twelve Federal Reserve Banks and combined sys- 
tem are the most important of the bank statements. 
The next most significant are the statements pub- 
lished on Saturday mornings on the condition of 
the member banks of the Federal Reserve system 
and those published Saturday afternoon and Sunday 
morning on the status of members of the clearing 
house of New York and other cities. 

| The real use of the financial page to the investor is 
that it offers him a convenient means of keeping in 
touch with developments that affect the value of his 
securities. In this fluid changing world where revo- 
lutions and new industrial methods quickly render 
old ways obsolete, it is ordinarily poor policy to buy 
securities and lock them up in a safe deposit vault 
and forget them. The prudent investor, especially 
when holding anything but high grade securities, will 
seek to follow the changing panorama of finance 
and to determine the effect of altering conditions on 
his own investment list. 

Unlike the speculator who is perpetually shifting 
his holdings, the investor will do well to hold on to 
what he has until there is good reason for making a 
change. However, there are occasions when wis- 
dom entails getting out of one security and into an- 
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other. For example, industrial corporations depenc 
for their success, to a very large extent, on the char 
acter of management. Sometimes the controlling; 
groups will yield to a new element which proves les: 
capable. The effect of inferior direction will ulti 
mately be reflected in the earnings of the company 
which are reported on the financial page. 

The investor automatically receives periodic re 
ports from companies in which he is a stock holder o 
registered bond holder, but does not get report 
of companies in which he holds coupon bonds 
Moreover he can frequently find interim indication: 
of earnings only in the newspapers. 

All these reports and more he will find on the final 
cial page of a comprehensive newspaper. More 
over, he is interested not only in the company t 
which he has entrusted funds, but also potentially n 
all other companies which might offer good oppor 
tunities. The financial pages open various vistat 
and keep him in touch with the financial status of al 
ihe more significant railroad, industrial, and public 
utility corporations. 

With the development of the small investor * ney 
features have been’added to the financial page. A 
very important one is the investment column in whicl 
specific investment problems presented by reader 


3 See Foreword. 
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ure answered. Potentially, this feature can be of 
yery large service to the financial community, but 
ts utility depends largely on the skill with which it 
s handled. * 

There is also among more progressive newspapers 
1 drift toward personal journalism on the financial 
nage. Feature writers in daily columns comment 
gn the passing show in finance. The better of these 
solumns are written by men with an individual style 
yf expression and with the gift of a human inter- 
sst touch. They frequently give information about 
men as well as purely statistical facts. They take 
he raw material of the day’s news and tie it up to 
the problems and interests of the general reader, giv- 
ng the meaning of the news as well as the bare facts. 

Other important information on the financial page 
is contained in paid advertisements. In the past, 
sareless newspapers permitted fakers, charlatans and 
bucketeers to enter their advertising columns. The 
more alert publishers, however, were on their guard 
and recently there has prevailed, particularly among 
the metropolitan newspapers, higher standards in re- 
gard to selecting financial advertising. A reputable 
publisher now will accept financial advertising only 
from those in whose integrity he has positive reason 
to believe. Border line cases should be placed on 

4See Chap. XIX. “Some Fallacies of the Investment Column.” 
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the defensive and kept out until they have prover 
their dependability. The financial advertising col 
umns of a newspaper should be a trustworthy guid 
from which readers can select honest brokers. 

One important function of financial advertising i 
to announce new security creations. Even the mos 
exacting newspaper will accept speculative as well a 
investment offerings, provided the bankers indicat 
truthfully the nature of their offering. 

Since investing in the last decade became a mas 
instead of a class activity, financial advertising ha) 
improved greatly in clarity and human interest, bu 
it is still in a primitive stage compared with mori 
highly developed merchandising copy in the mercan 
tile field. All except the more progressive financia 
advertisers still confuse dullness with dignity an 
barrenness with truthfulness. 

The New York Stock Exchange, in a laudable ef 
fort to protect the public, imposes taboos on its mem 
bers in respect to advertising which tend to frustrat 
its use as a selling force. Though the stock ex 
change’s purpose is praiseworthy, its technique ha 
been faulty, although progress is being made. Goa 
institutional advertising can be made a force fo 
public education. 
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CHAPTER XIX 


SOME FALLACIES OF THE INVESTMENT 
COLUMN 


The Need of Speculation; Price and Yield some- 
time a Delusive Guide to Safety. 


If uncertainty were avoided by withdrawing capital 
from all investments in which more than the minimum 
degree of risk is involved, society would suffer a great 
diminution in well-being. The fact that capital can obtain 
the extra reward necessary to induce it to enter a hazardous 
employment shows that society prefers to bear the extra 
expense rather than content itself with the products of safe 
investments.—A. H. WILLETT. 


If the avoidance of risk proceeds to the point of eliminat- 
ing risk entirely, profits, instead of being increased, are 
annihilated; for that implies an abandonment of the ven- 
ture—F. B. HAWLEY. 


THE investment column in well conducted newspa- 
pers, in which specific questions of readers are an- 
swered, is a service station for the security buyer. It 
can render significant aid to the investor and lead 
him into channels of safety and profit. It can offset 
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the exaggerations of over-zealous security salesmen, 
It can correct the false perspectives of bond circu 
Jars and stock prospectuses. It has an opportunity 
to focus public attention on the unseemly aspects of 
a would-be borrowing corporation, whereas security 
venders, in the process of hawking their wares, natu 
rally stress the favorable side. 

The investment column can subtly warn reader: 
of new frauds before complete legal proof of wrong 
doing has been built up. It can reveal the hazards 
and costs of speculation. It can help to take its reg 
ular readers off sucker lists. It can assist readers t 
check emotional impulses in selecting securities ant 
guide them in the spirit of scientific analysis. _ 

But the investment column of a newspaper of large 
circulation is necessarily intended primarily for the 
average investor. The requirements of industry 
however, depend not only on the average man bu 
also on the extraordinary individual who can see op 
portunities as they first rise dimly on the industria 
horizon and who is endowed with sufficient financia 
intelligence and monetary resources to assume tht 
special risks involved in financing new and experi 
mental ideas. 

“Safety First,” the motto of the investment col 
umn, constitutes a good standard of action for the 
individual of small means who cannot afford to lose 
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Yet safety in the investment world—always a rela- 
tive concept—would be impossible of attainment if 
yenturesome individuals did not supply the marginal 
funds which absorb the greater risks. 

Industry is subject to the law of incessant flux. 
Progress is made in business through trial and error 
and ceaseless experiment. The Andrew Carnegies 
of industry adjust themselves to the sweep of march- 
ing events by scrapping colossal plants as they be- 
come obsolete and more efficient substitutes are 
found. 

Risk is inherent in trade, for the calculations of 
the business man depend largely on his reading of 
the future which is necessarily to a large extent un- 
knowable. In supplying the financial sinews to en- 
terprises whose fortunes necessarily ebb and flow, the 
security buyer is consciously taking greater risks 
than are involved in buying high grade government 
bonds, but he is doing so under the stimulus of the 
hope of greater returns than can be obtained from 
safe investment. | 

The advice of the well-edited investment columns 
is good as far as it goes, but it should not be looked 
upon as the formulation of a system of political econ- 
omy. Business needs venturesome capital and the 
spirit of adventure. 

Moreover, the advice to buy safe bonds only is not 
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at all times and at all places good advice. In time: 
of inflation and rising commodity prices, the individ 
ual whose funds are invested solely in sound bond; 
will suffer a loss in purchasing power and at leas 
temporarily in the market value of his securities 
Whereas in such circumstances if he has a large por 
tion of his funds in the shares of well managed ane 
prosperous business corporations, his securities will 
rise proportionately with the general level of prices 
and will offset any disadvantages to him in genera 
inflation. 

Conversely, in times of falling commodity prices 
the holder of bonds will fare relatively better the 
the holder of stock.* 

Furthermore, the investment editor must be pal 
petually on his guard against the temptation to be 
lieve that low yield and safety always go hand 
hand. It is true that a return on securities far above 
the current basic interest rate constitutes a warning 
of possible danger and that a low yield close to the 
pure interest rate tends to indicate safety. At leas 
the market price and yield reflect the collective judg 
men of men who buy and sell securities at the marke 
place. But the expert can not depend on mass judg 
ment. Price, he will find, reflects not only intrinsi 





1For fuller discussion, see Chapter XI, “When to Switch fron 
Stocks to Bonds.” 
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rorth, but also popular whims, fancies, and fashions. 
Low yields sometimes lead the investor to disaster. 
iussian and Turkish bonds which sold on a 4 per 
ent yield basis and were seemingly conservative 
ave defaulted on principal and interest. Local 
onds of ferry companies operating in New York 
ity waters were once looked upon as gilt edged in- 
estments. The building of bridges and tunnels of- 
sred unexpected competition to these old ferry lines, 
yme of which were driven out of existence. 

Bonds of street car lines have been especially 
ard pressed during the last decade, through limita- 
ons in fares, iron clad franchise and competition 
‘om motor buses. New York Railways 4s, for ex- 
nple, which sold at 79 in 1913 and were considered 
fair investment at that time declined to 15/2 in 
)20; the 5s of 1945 which were marketed at 103% 
| 1913 were available at 25 in 1921. 

In the domestic railroad field New York, New 
aven & Hartford 4 per cent issues sold above their 
ice value a decade ago. They have since receded 
36, although there has been some recovery re- 
mtly. The securities of this road suffered from 
rer development of the system, unwise investments 
trolleys and other property not needed for the op- 
ation of the railroad system, and from the failure 
the New England territory to keep pace with the 
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industrial growth of the country generally. Fur 
thermore, Chicago, Milwaukee & St. Paul 4% pe 
cent mortgage bonds which once had the highest rat 
ing have slumped to around 60 in recent years, com 
pared with 106% in 1913. An extension to the Pz 
cific Coast which has not, up to this time, become del 
initely profitable and an agricultural depression 1) 
a region where too much mileage existed were th 
principal causes of the setback. | 


In general, fallacies of investment columns ar 
largely errors of interpretation, for which the reade 
rather than the writer is responsible. A piece ¢ 
advice should be weighed in connection with th 
particular question. It constitutes a reply to a 


individual query, rather than the exposition of : 
universal truth. | 
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CHAPTER XX 


THE STORY BEHIND THE FIGURES IN A 
FINANCIAL REPORT 


What to Look for in a Balance Sheet and an In- 


come Account. 


_ Reports tell management when business is sick, before 
it dies, and management is expected to restore health_—A. 
R. ERSKINE. 


The selling value of shares should be, apparently, the 
book value of the assets minus the liabilities. Yet, no 
matter how accurately the assets may be valued and the 
liabilities ascertained, it is very seldom that the selling 
price corresponds to the book value. The purchaser is 
buying for future income, and will not invest unless he 
sees a prospect of getting it—CHARLES E. SPRAGUE. 


In the drab statements which a corporation dis- 
tributes to its share holders from one to twelve times 
a year is hidden a story of immense value. The in- 
dividual who can read a financial report intelligently 
is able to observe at first hand the fluctuating fate of 
the enterprise to which he has entrusted his thrift 
funds. 
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The man who can find illumination in a study of 
official reports is less subject to the hysteria of the 
market place—less prone to heed the rumors and 
tips that fly around the financial district than the gul. 
lible individual who throws statements of the com- 
pany into the wastebasket and bases his investment 
procedure on hearsay and gossip. 

A lucidly drawn up financial statement ought not 
to elude the grasp of the layman who has studied the 
anatomy of a company report. The lay investor of 
ordinary intelligence who is willing to give a little 
study to the matter can soon learn the key by which 
he can discover the story of success or failure in the 
emotionless statistics. 

To the trained eye slight alterations in significan 
items foreshadow broad drifts either toward im 
creased prosperity or toward recession. 

Honestly drawn up financial statements reveal 
early symptoms of financial disease which competent! 
management will be quick to relieve. To be of ut 
most value, statements of earnings ought to be pre: 
pared with celerity and made available to executive: 
promptly. 

If all stock holders are to be placed on an equi 
footing with the management with respect to impor 
tant financial information, it is necessary to publisl 
frequent reports of the earnings and expenses 
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(monthly wherever feasible). Corporations which 
conceal such information from their stock holders un- 
til months after the year has closed present, in their 
tardy annual statements, ancient history of little 
speculative value. The great body of stock holders 
are subject to exploitation on the part of insiders of 
corporations which do not issue regular financial re- 
ports promptly. 

| The balance sheet of a corporation reveals the con- 
dition of an enterprise on a given day—usually 
December 31st. 

| The balance sheet is a cross section view of a cor- 
poration at a particular moment in its history. 

An income account, on the other hand, reveals 
profits or losses during a given period. A balance 
sheet is static, an income account dynamic. The two 
together, if honestly conceived, indicate the status of 
1 cor poration. 
| At best, a financial report is a statement of opin- 
fon. Value is a subjective concept and the worth of 
assets as stated on the balance sheet unless actual cost 
is used, is subject to individual variation. 

In financial statements all is relative. To-day’s 
balance sheet becomes significant when set against 
that of a year ago. Without comparison the items 
in a financial statement have little meaning. 

_A representative financial statement follows: 
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Current: 


Ge) a AR arp gt re gr. 8 
A /CS. sesncdoneccencse ce 
Bills receivable 
Marketable securities 
Foreign Govt. securities 


Inventories 


Total current 
Plant and Equip. less depre. ........- 


Investments 


Deferred charges 
Mtge. bonds held in sinking fund ... 


Current: 


Accounts payable 
Savings fund for employees 
Accrued interest 
Bills payable 
Reserve on account of contr. .........- 


Total current 
Preferred stock 
Common stock 
Mortgage bonds 
Reserve for deferred items 
Reserve for removals and taxes 
Reserve for 1924 dividends 
Surplus’ 3.5 seuin sae see 


Balance Sheet 


eoeoeceevererer eee eee ee ee eee 


eoeoereeeeeeeoaee ee 


eoerereeeoewerereere eer ee ee 


eeceeeereereoeosr ese eer eres eee 
eeoeveeveeereee er eereeree ee 
evoeeeeeereeneee rere ee ee 


BALDWIN LOCOMOTIVE WORKS 


9,154,511 


51,862,023 


29,309,690 
7,445,715 
538,977 
2,272,125 


91,428,530 


1923 
3,203,775 
1,818,179 

528,982 
4,500,000 


10,050,536 


20,000,000 
20,000,000 
10,000,000 
4,192,363 
4,538,389 
2,800,000 
19,847,242 


91,428,530 


51,154,050 _ 


87,875,550 | 





Dec. 31, | 
1922) - 
$2,216,678 
10,497,234 
7,012,871 
561,983 | 
20,010,108 | 
10.855,176 | 





26,898,185 | 





| 


1922 | 
6,370,582 


coeeenee . 


18,930,778 
87,875,550 
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INCOME ACCOUNT 
The Baldwin Locomotive Works 








| Dec. 31, 
| 1923 1922 
| Gross sales .......-seeseeecseeeeees $102,762,075 $33,087,259 
| MRE ARISES Cit, c <4) ole’e 6 wy wis We brah e.e 92,577,320 31,092,897 
| Seen tee Ts og oes ae vie ae) 10,184,755 1,994,362 
|) Other income ..........-.-s-se005 2,912,844, 6,078,574 
BE TNCOME Ge lea csvescevcncectose 13,097,599 8,072,936 
~ Deduct— 
Interest and removal ............. 1,166,077 1,307,422 
| Tax reserves .......-+seeeeeeeeeee 4,400,000 300,000 
| Depreciation reserves ..........4-- 600,000 600,000 
Reserve for deferred profits ....... 415,058 658,995 
| Total deductions .........2+e+eee00: 6,581,135 2,866,417 
Mlct income .............cseecee een 6,516,464 5,206,519 
_ Preferred dividends ...........-++.- 1,400,000 1,400,000 
' Common dividends ..........---e+0- 1,400,000 1,400,000 
| Burplus for year .......sccccsessees 3,716,464 2,406,519 
Previous Surplus ..........sccceeees 18,930,778 13,257,534 
| Total surplus ..........sseeeeeeeees 22,647,242 15,664,053 
{ On preferred .......-eseeeeeeeee 32.58 26.03 
SOT TAUNTON <7 2 oss <'ee'c elnikce's's ote 25.58 19.03 


_ The foregoing tables constitute the financial re- 
ports of a typical large American industrial corpora- 
| a Such items as deferred charges and accrued 
interest may generally be ignored as they represent 
mainly adjustments necessary to give a current static 
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cross section of the condition of a company whose 
affairs flow in an unbroken stream through the date 
on which the statements are made up. 

In the ordinary balance sheet the amount of cash 
on hand should be compared with previous years. 
A marked decline, unless there has been an extra. 
ordinary advance in prices, is a danger signal, espe 
cially if accompanied by an unduly large increase mm 
inventory which represents goods on hand. Surplu: 
is perhaps not as important an item as the unin: 
formed believe, since it is possible to build up a fictt 
tious surplus by juggling with figures. The investo 
should seek to ascertain whether the item represent: 
genuine tangible assets. The item appearing on the 
liability side of the balance sheet indicates an exces: 
of assets over liabilities. The assets consist of a lis 
of the sources of wealth of the corporation. The lia 
bilities, on the other hand, entail a list of the obliga 
tions of the corporation either to outsiders or to it 
own stockholders. | 

The first item among the fixed assets is ordinarih 
“real estate and plant.” In this connection it is im 
portant to know what is the basis of the valuation an 
what allowance has been made for depreciation. T, 
replace worn out buildings or obsolete machinery : 
depreciation fund is set aside out of earnings and a 
such cannot be disbursed to stockholders. 
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If the depreciation fund is larger than the known 
decline in value of property it is sometimes carried 
on the liability side, representing an accumulation of 
net profits which the corporation really owes to its 
stockholders. An excess over known depreciation 
constitutes an insurance fund against future declines 
in property values. Sometimes the item appears 
both on the asset and liability side, but where it ap- 
pears only on the liability side the depreciation fund 
consists of general assets without particular designa- 
tion. Other similar items are reserve funds against 
various contingencies, insurance funds, and retire- 
ment funds. 

Another significant item on the balance sheet is 
bills receivable, consisting of promissory notes of the 
commercial debtors of the corporation. Deductions 
from their face value should be made in cases where 
the probability of collection is doubtful. To go be- 
hind the figure itself it is necessary to inspect the 
factual bills and ascertain the nature of the debtors. 
‘A bank lending money to a corporation will fre- 
quently undertake to do this. The item—accounts 
receivable—is about the same as bills receivable ex- 
cept that it represents commercial debts recorded on 
the books of the creditor, but not acknowledged in 
‘promissory notes or acceptances. These items will 
vary in accordance with the seasons. According to 
[213] 
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Professor William Morse Cole, in some lines of busi: 
ness back accounts will average 60 per cent uncol. 
lectable and on others only 80 per cent on the average 
will be collectable. | 

Inventory consists of goods or merchandise on 
hand and the balance sheet should indicate whether 
it has been figured at the original cost or present 
market value. It is good practice to take whichever 
basis is lower. Only the lowest net figures of cos! 
after all discounts have been subtracted should be 
used. Allowance should be made for merchandise 
depreciation because of changing fashions, loss in 
handling breakage, and shop wear. Appraisers es 
timate the actual value of merchandise in different 
lines of business all the way from 50 per cent of cos! 
to 95 per cent of cost. Groceries do not depreciate 
rapidly, whereas dry goods, millinery and fug 
change quickly in value. 

On the liability side of the balance sheet appears 
the item capital stock, representing what the corpora 
tion owes to its own shareholders. This is a theoret 
ical obligation which remains in perpetuity and 
which causes the directors of a corporation little con: 
cern. The figure represents the total amount of 
stock outstanding. | 

On the other hand, bond obligations appear on the 
balance sheet representing genuine obligations whick 
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some day must be paid off and for which provi- 
sion must be made in handling the funds of an 
anterprise. 

Bills payable represent debts of the corporation, 
asually merchandise or current operations to out- 
siders for which notes or acceptances acknowledging 
the debt have been given. Accounts payable repre- 
sent similar obligations for which no notes or ac- 
ceptances have been given. 

_ Profit and loss, or loss and gain, or surplus or un- 
livided profits in the liability column constitute a 
mere bookkeeping device representing an excess of 
resources over specific recognized liabilities. It is 
fundamental in accounting that nothing can be in- 
creased or decreased on the liability side without an 
equivalent change on the asset side. To quote Pro- 
fessor Cole again:* “It is evident in the first place 
that an increase in a resource account (assets) indi- 
cates that something has been spent to acquire that in- 
creased resource. Similarly an increase in a liabil- 
ity account indicates the same sort of thing, for the 
liability must have been paid off and therefore some- 
thing has been spent. Conversely, a decrease in a 
resource account indicates that something has been 
taken from this account during the year and spent 
elsewhere; or what amounts to the same thing, this 


- 1See his “Accounts: Their Construction and Interpretation.” 


[215] 


Common Sense of Money and Investments 


decrease is part of an exchange of one asset f¢ 
another. Similarly, again, the increase in a liabi 
ity account indicates that the firm has borrowed som 
sort of property and hence it by so much has ha 
means to spend. By making a comparison, then, ¢ 
balance sheets, tabulating the increases and decrease 
of resources and liabilities, we can see from whi 
sources all receipts came and to what destinatior 
all expenditures went. In making this tabulation, w 
may well give any one of three titles to each columi 
Let us call the first column credits, or receipts, ¢ 
‘Where got’; the second column we may call debit 
or expenditures, or ‘Where gone.’ Clearly if any a 
count on any side of the balance sheet remains at th 
same figure as the preceding year, however man 
transactions may have taken place in that account, w 
need take no thought of them, for the net result we 
to leave the account as before; so we are concerne 
only with changes.” 

To ascertain from a study of the balance sheet th 
well being of a corporation, assets and liabilitie 
should be examined with the time element in mine 
For a corporation with a superabundance of asset 
might get into serious financial difficulties if its lie 
bilities, though small, soon became payable, wherea 
its assets, though large, cannot be realized upon fo 
a relatively long period. Accordingly the discern 





Story Behind the Figures in a Report 


ng student of the balance sheet compares so-called 
juick assets with current liabilities. These distinc- 
ions attempt to draw the line between short term and 
ong term items. A prosperous corporation should 
lave ordinarily two or three times as many quick as- 
lets as liabilities. Under quick assets would be in- 
‘uded cash, bills and accounts receivable, and mer- 
thandise or inventory. Current liabilities include 
ills payable, accounts payable, bank loans, and any 
iotes or bonds maturing within the next few months. 
_ A railroad report is ordinarily divided into three 
yarts: a balance sheet or general account; an income 
sheet or income account; and the traffic report or sta- 
istics. True interpretation comes from a grouping 
of all three in relation to one another. 
| Under the uniform accounting regulations of the 
[Interstate Commerce Commission there are fewer in- 
lividual differences in the form of drawing up re- 
ports than in those of industrial corporations. As a 
sweeping generalization, it is safe to say that railroad 
teports on account of outside regulation, are more 
dependable than industrial reports. 
_ The balance sheet embodies the same principles as 
that of an industrial corporation. 
In the income account, the term—‘gross earn- 
ings’—is usually employed to designate sums re- 
ceived for services rendered including passenger, 
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freight, mail and express and miscellaneous services 
“Operating expenses” represent the expenses in 
curred in obtaining the gross earnings. ‘The rela 
tion of such expenses to gross income is called th 
operating ratio and the size of the ratio is a good in 
dex to the efficiency with which the property is man 
aged. An operating ratio of more than 80 per cen 
is likely to indicate inefficiency. 

To gross earnings “other income,” which include 
receipts from investments and from sale of capita 
assets, is added and the total represents “gross in 
come.” From this figure, fixed charges includin; 
interest on bonds, taxes, and other items dependen 
on operating expense must be deducted. After fixer 
charges have been subtracted from gross income th 
result is the amount earned and is available for divi 
dends. Any excess not paid out to share holders ii 
the form of dividends is transferred to surplu 
account. 

The accounting systems of public utility corpora 
tions are subject to regulation by State Commission 
and in general principles resemble the forms of rail 
road accounting. 

Where unusual terms are used on the balane 
sheet or income account, or vague expressions ari 
employed, a conscientious accountant will explan 
them in accompanying statements. Where no sucl 
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explanation is offered, the company exposes itself to 
the suspicion that it is deliberately trying to conceal 
from stockholders significant information and the 
investor will do well to eschew the securities of such 
‘enterprises. It is always a good rule to keep away 
from the securities of corporations which do not at 
least comply with the minimum requirements of the 
New York Stock Exchange for an annual statement 
showing earnings and expenses and a balance sheet. 
In the balance sheet of promotion companies the 
jitems—“investments or securities owned’’—are fre- 
quently difficult of precise valuation by the outsider. 
The balance sheet should indicate clearly what the 
investments consist of. The investments of the Un- 
jon Pacific Railroad for instance, which are carried 
at more than $230,000,000, consist of first mortgages, 
railroad bonds, and equipment trust obligations and 
preferred and common stock of important railroads 
throughout the country. In some instances the com- 
pany values its holdings below their actual market 
quotations. It is conservative practice to carry such 
investments at either cost or market prices, whichever 
happen to be lower. 

Where investments consist of holdings of unmar- 
ketable securities of subsidiary corporations, the 
item is arbitrary and frequently is the hidden cause 
of financial troubles. The investments of the “L. R. 
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Steel Company, Inc.,” for example, which recentl 
went into receivership, consisted almost entirely 0 
unmarketable securities of affiliated companies, mak 
ing purchase of the stock equivalent to buying a ca 
in a bag. 

Another item among assets of promotion compa 
nies which is frequently a source for concealing we 
ter is the item of good will or patents or franchise— 
the so-called intangible items. 

Good will represents the reputation or standing 0 
the enterprise in the business world, undoubtedly — 
thing of real worth. However, it is a paradox 0 
business that those concerns with genuine good wil 
for reasons of conservatism, carry it at little or notk 
ing among their assets, whereas those without ree 
good will have an inflated item under that headin 
on the balance sheet. Banks which possess a repute 
tion of great value do not carry items of this natur 
in their statements. Moreover, the Eastman Koda 
Co., whose trade name and patents are of colossé 
value, does not include these items among its asset 
The General Electric Company values its numerou 
and enormously valuable patents and franchises ¢ 
one dollar. . 

On the other hand, mercantile enterprises incluc 
ing department stores and chain stores usually carr 


good will at a comparatively high figure, but eve 
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imong well managed concerns of this kind there is 
| tendency to reduce rather than inflate the intangible 
tems. The F. W. Woolworth Co., for instance, grad- 
lally wrote down its good will from $50,000,000 to 
120,000,000 in 1923 and intends eventually to elimi- 
late this item. 

The investor should beware of the new concern 
thich carries good will, patents, organization ex: 
enses, and similar items at large figures on its bal- 
nce sheet, for they are receptacles of water. 

In connection with the inventory figure among the 
ssets, it is important to ascertain the rate of turn- 
ver, which shows how many times the stocks on hand 
ere sold during the year. By dividing the inven- 
ry figure on the balance sheet into the annual 
mount of sales the number of times the stock has 
een turned over may be learned. Ordinarily the 
umover of a mercantile concern will be greater than 
lat of a manufacturing enterprise. A sharp slowing 
p in turnover is a signal of danger. If sales de- 
ine while inventories rise, it is apparent that the con- 
1n is loaded up with unmovable merchandise which 
sually foretells a loss. 

In the reports accompanying the statistics of well 
lanaged corporations are remarks by the president 
‘chairman of the board of directors who seeks to 


iterpret and explain the significance of the various 
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items. A chief executive who neglects this oppo 
tunity to clarify the situation for shareholders | 
genuinely open to criticism. If he is trying honest! 
to serve the great body of stockholders, he will us 
the reports as an occasion for letting in the light « 
publicity and will avoid no means of clarifying o 
scure points. The small investor should not hesita 
to write to the chief executive of a company in whic 
he is interested for an explanation of items that ¢ 
not seem crystal clear. 

Statements of national state banks vary somewh 
from those of industrial corporations. The most si 
nificant items of a balance sheet of a financial ins 
tution are capital, surplus and undivided profi 
loans and investments of gross deposits. The rat 
of capital, surplus and undivided profits to the amou 
of its deposits indicate the degree of protection f 
creditors. Moreover, the shareholders of nation 
banks and of virtually all state banks are liable to 
amount equal to the par value of their shares 
satisfy the claims of the depositers. 

The total amount of loans and investments rep: 
sents the commercial paper, gold notes, bonds, stoc 
and other assets of value which have been boug 
with the capital of the bank and the funds of depo 
tors. Discounted paper is ordinarily carried at 
face value on the asset side of the balance sheet. T 
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setting item “reserve for unearned discount” on 
he liability side reduces the value of the notes to 
heir true worth on the date on which the statement 
s compiled. 

“Cash in reserve” represents the amount which the 
yank is required to retain in lawful money or keep 
m deposit with an approved institution as protection 
or its depositors. 

To the investor who attempts to diagnose general 
‘conomic conditions the most important of bank state- 
nents is the weekly combined statement of the twelve 
‘ederal Reserve Banks which is published every Fri- 
lay morning in the press. The reserve ratio, which 
epresents the percentage of reserves to deposits and 
otes in circulation, usually declines in times of busi- 
ess activity and increasing prices, and rises in pe- 
iods of receding business and declining commodity 
ices. 

“Bills Discounted” include commercial paper eli- 
ible for rediscount. A member bank which has to 
icrease its deposits with the reserve institution will 
resent eligible bills for rediscount with instructions 
iat the proceeds be credited to its account. The re- 
srves carried by members constitute the total of the 
member banks—reserve account” item on the liabil- 
y side of the balance sheet. Under the Federal Re- 
arve Act every member of the system is required to 
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carry a certain percentage of its deposits (averag 
about 10 per cent) in the form of a credit balan 
with the reserve bank in the territory in which it 
situated. An increase in the deposits of membx 
banks usually accompanies a rise in the balances ¢ 
their own customers who are the business men of th 
community. A perusal of the “bills discounted 
item will ordinarily reveal whether the increased d 
posits of member banks at the central bank represe! 
an accumulation of cash or an increase in borrowin, 
The gold reserve is divided into various account 
“Gold with the Federal Reserve Agent” is designate 
for the redemption of circulating notes. The gol 
settlement fund which reposes in Washington in tl 
custody of the Federal Reserve Board allows for th 
settlement of claims of one Federal Reserve Ban 
against another by a process of bookkeeping withoy 
the physical shipment of metal. | 
“Federal Reserve Notes and Surplus” represent 
significant part of the nation’s circulating mediun 
An increase of the quantity of notes outstanding | 
ordinarily a signal either that the volume of trade | 
expanding or that prices are rising, or both. | 
Prior to the formation of the Federal Reserve Sy 
tem, a deficit in reserves revealed in the weekly stat) 
ment of the New York Clearing House which is pul 
lished at noon on Saturday was looked upon as | 
[224] | 
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erious warning of stringency money conditions, 
whereas an adequate surplus of reserves indicated 
n abundance of credit. These items in the Clear- 
ag House statement have to a large extent lost their 
ignificance under the operation of the Federal 
teserve System because if the banks now show a de- 
icit in reserves they can immediately correct the 
ituation by rediscounting bills at the Federal Re- 
erve Bank. The fundamentally important test of 
he credit situation is the status of the Federal Re- 
erve System. If any one of the twelve regional 
ianks is hard pressed it can immediately get funds 
rom one or all of the other eleven banks by redis- 
ounting paper with them. 

' When the Clearing House statement reveals a de- 
cit in reserves, a temporary tightening of call money 
ates may be expected on the next business day. In- 
reasing activity in securities is usually accompanied 
y a rapid expansion in the loan account and a more 
radual increase in deposits. Periods of dullness 
1 the security markets usually go hand in hand 
rith an increase in the ratio of deposits to loans. 
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SOOTHSAYERS IN WALL STREET 


A Critical Survey of the Art and Science of Fina 
cial Forecasting; why Tips are Misleading. 


There is no reason to believe the business forecast 
more accurate than the weather forecast. Yet, thou; 
storm indications are not always borne out, it pays well | 
the long run for the market gardener to regard them; 
somewhat vague promise of a cold snap without the exa 
hour, temperature, or duration specified is better than not 
ing. To heed the indications of trouble or the promis 


of recovery is business common sense—WESLEY CLA 
MITCHELL. | 
Viewing the disastrous phenomenon of boom and slum 
in the light of what the government can properly do, I | 
lieve there has been a great underestimation as to th 
potential importance to commerce and industry of an ad) 
quate service of statistics. I believe that the stability ar 
soundness of business can be greatly enhanced, and viciot| 
speculation can be curtailed, by a more adequate inform’ 
tion service. We should have more timely, more regula} 
and more complete information of the current productic! 
and consumption and stocks of the great commodities | 
the United States—HeErBert Hoover. | 
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_ For centuries man, limited to a knowledge of the 
yast and present, has striven to peer into the future 
ind learn the secrets of the Deity. 

The quest for a crystal ball in which important 

vents can be foreseen goes endlessly on. The de- 
nand for fortune tellers and soothsayers appears to 
de eternal. 
' The oracles of Ancient Greece attracted the great- 
ist soldiers and statesmen to them. Like all success- 
‘ul fortune tellers the oracles prospered through the 
tick of generalization, stirring the imagination of 
he subject and leaving him to fill in the details 
round the skeleton of prophecy which was broad 
mough to cover virtually any contingencies. Cesar 
yas skeptical and ignored the soothsayer’s warning 
0 “beware the Ides of March,” but endless genera- 
ions of superstitious folk have since been impressed 
vith the occult power of fortune tellers and have 
ercned for similar guidance and warning. 

The chief preoccupation of contemporary civiliza- 
ion is industry and trade and the most significant 
jresent day prophets therefore are those prognosti- 
ators who feel that they have the key to the secrets 
f the future of commerce and finance. Dependable 
dvance information, if obtainable, would be of far- 
eaching importance to the investor, for it would 
uide him in the selection of securities that would 
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prosper and would deflect him from stocks and bom 
destined to wither and fade into obscurity. To tl 
business man, knowledge about the future would |] 
of no less value, for it would enable him to know tl 
amount of future demand for merchandise and wou 
eliminate the great risk of producing in advan 
against needs which are necessarily problematica 
Economic forecasting, a new science or pseuc 
science, opens up enormous possibilities for subst 
tuting calm reason for chaos in the business world, 

Yet the future is to a large extent unknowabl 
_ The factor of accidents looms so large that the even 
of the future in any exact sense seem predestined {| 
remain the secrets of the gods. However, though wi 
knowable, for business purposes, the events of tl 
future—in at least an approximate sense—must | 
foreseen. The business man and the security buye 
guiding themselves by past records and experience 
base their decisions mainly on a theory as to what ; 
likely to occur in the future. 

Floods, earthquakes, famines, war, pestilences, an 
other unpredictable events recur to remind each gel 
eration of the fallibility of its prejudgment of th 
future. At best, even if made on the basis of a mot 
scientific technique than any that has yet been di 
vised, business forecasts can be no more than tenti 
tive and approximate statements of what events ar 
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kely to flow from certain causes or premises. The 
aive persons who think that by subscribing $100 a 
ear to a statistical service they can eliminate every 
lement of risk and uncertainty from the future are 
ullible indeed. Well conducted statistical services 
thich have made expert examination of the factors 
ffecting trade and finance can at best give back- 
round and systematic indications of what is likely to 
ecur, provided expected influences operate and are 
ot offset by accidental factors which have not been 
nticipated. 

A distinction should be made between mere guesses 
s to what the future will bring and the kind of proph- 
cy now known as business forecasting. Druidic 
riests in ancient Britain made prophecies concern- 
ig the weather, but they were hardly comparable to 
ie daily bulletins of the United States Weather Bu- 
eau, although their aims were precisely the same. 
Vhat the modern prophet of business seeks to do is to 
pply the net result of economic science and the 
nowledge of economic laws to the problem of de- 
mining from current conditions in which direction 
1e trend of business and prices is turning. 

Business forecasting, still in an experimental 
ate, has not attained the dignity of a precise scl- 
ace. Business forecasts are accurate in the same 
mse that the weather forecast is. It all depends 
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upon how much allowance is made for the elemei’ 
of time. When the weather bureau predicts fa 
weather, it is always right, although it is sometime| 
necessary to wait four days to a week for the propl. 
ecy to come true. Predictions of fair busine: 
weather are equally likely to be realized if one : 
sufficiently patient. But for practical purposes, | 
forecast is valuable in proportion as it is right i 
relation to the element of time. | 
The earlier economic forecasters sought the key 1 
the situation in the science of astronomy. It is hard]. 
fifty years since the mathematical economist, W 
Stanley Jevons, developed what was perhaps th! 
first forecasting device based on scientific principle: 
when he sought to make the variations in the spots i| 
the sun a basis of business prophecies. His theor 
was that, since he found crop yields in India roughl | 
synchronized with changes in these spots and sine 
these crop yields in turn affected business condition} 
in Europe, the future of business could be gauged b. 
such planetary observations. The use of astronom| 
ical data in a radically revised form is now bein 
urged by Prof. H. L. Moore of Columbia University 
Fantastical as Jevons’ scheme may sound, his basi! 
theory remains the backbone of present day forecas!| 
ing. This theory is that changes in the busines’ 
world do not take place in a haphazard manner, bu 
| 
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in an orderly way, just as changes in atmospheric 
‘and cloud conditions uniformly cause rain. It is 
the goal of business prophets to ascertain the sequence 
‘of changes in the business world and to measure the 
‘movements of those factors which are found invari- 
‘ably to be followed by changes in business prosperity 
‘and in security and commodity prices. 

| At present there is a vogue for forecasting services 
‘in the business world. At least 40,000 hardheaded 
‘business men pay no less than $100 a year for one 
of eight chief types of business forecasting services 
Now in active use. 

_ Perhaps the most widely known of the forecasting 
services, though not necessarily the best, is that of 
the Babson Statistical Organization, of Wellesley 
Hills, Mass. Roger Babson, the inventor of the sys- 
tem, uses as a fundamental assumption a law bor- 
towed from physics, that action and reaction are 
equal. Hence, he concentrates his efforts on deter- 
Mining the duration and extent of a period of ex- 
pansion and prosperity in business, in order to de- 
termine the characteristics of the period of depres- 
sion which follows. He has developed a barometer 
based on this assumption, plotting each area of ex- 
pansion and assuming that this area will equal that 
of the subsequent depression after allowing for a 


normal margin of growth which is measured sepa- 
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rately and which is known in academic circles as “‘the 
secular trend.” The items which he includes in 
measuring the progress of business are immigration, 
business mortalities, yield of leading crops, com: 
-modity prices, foreign money rates, Canadian condi- 
tions, new construction, bank clearings, railroad earn: 
ings, foreign trade, domestic money rates, and stock 
market quotations. | 

The soothsayer of Wellesley Hills does not attempl 
to forecast the length and intensity of a period of| 
expansion, but restricts himself to predictions of 
slumps in business. He assumes that security values 
reach their high and low points in the first part of 
the areas of expansion and contraction. Babson, it 
seems, does not make his predictions so much upon 
the basis of the sequence of economic events as upon 
the assumption that reaction approximately equals 
expansion when exactly measured. In this respect 
his barometer is unique. It rests upon an assump- 
tion which has yet to be proved to the satisfaction of 
the great body of economists. Moreover, Babson’s 
system involves the difficulty of determining pre- 
cisely the line of normal growth (secular trend)| 
which must be allowed for determining the size and 
character of a business boom. | 

The Brookmire Economic Service, published in 
New York City, has a wide appeal among speculators, 
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many of whom are impressed with its value. Its 
forecasting is based on the premise that stock and 
commodity prices turn after a change in the trend of 
a number of business factors which it plots as a com- 
posite line. On its guard against minor and irrele- 
vant fluctuations, it provides that the turn of the 
graph must proceed a certain distance before it is 
plotted as a major change in the business cycle. 
Brookmire assumes that a change takes place in the 
stock prices one month after the change in the busi- 
ness barometer, and in commodity prices, six to seven 
months thereafter. Therefore should the system 
prove correct in practice, it gives the business man 
and security trader sufficient time in which to prepare 
for the changes forecast. 

The following factors are used in making the 
raph: 

. Speculative activity—an average of forty stocks 

. Domestic production and marketing 

. Ratio of imports to exports 

. Speed of turnover of bank deposits 


. Commercial paper rates 
. Open money market rate in London. 


NA oS © be 


Numbers 2 and 3 of these factors are used because 
hey reflect the stocks of goods in the country in rela- 
ion to demand. The others indicate sentiment in 


he country and the status of the money market. The 
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assumption is made that a prolonged depression does 
not occur when the supply of money is abundant, 
The present Brookmire system has not been tried ovel 
a sufficiently long period of years to permit too broad 
a generalization as to its value. Its supporters as. 
sert that it has proved accurate to date, although i! 
did not give an unmistakable indication of the slump) 
in business that occurred in the fall of 1923 and the 
spring of 1924 because of the abnormal condition 
of the money market, the great ease in which pre- 
vented the barometer from turning downward. The 
theoretical basis of this forecasting system coincides 
with current economic dogma, but the barometer, 
must be appraised by the results it attains. : 
A third significant barometer of business of very 
great academic importance and of some practical 
business value is that of the Harvard Economic Sery- 
ice which adheres to the theory of the business cycle 
and seeks to determine when a change in the cycle) 
will occur through a study of speculation, business 
activity, and bank and money conditions. In ace 
cordance with changes in these factors, predictions 
are made as to when we enter a period of depression, | 
which is followed by periods of revival, business 
prosperity, financial strain, and liquidation of secur 
ities, industrial crises, and finvatt liquidation of com- 
Hedi ties! Professor Warren M. Persons, editor of 
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the Service, declares that since its inception in 1919 
the Harvard system has accurately foretold changes 
in business conditions and security prices except in 
1923, when low money rates offset the reduction in 
the other items of the index. 

Another business barometer is that of the Business 
Barometer Dial, also published in New York. This 
device uses a clock on which are shown twelve basic 
factors grouped as indices of general confidence, 
Dusiness conditions, and general conditions. A 
study of these factors singly and together is made to 
Jetermine forecasts. 

The Standard Statistics Company, Inc., of New 
York publishes the Standard Daily Trade Service, in 
which conclusions are based on general research 
‘ather than on any single statistical device. The 
company, for example, specifically disavows that its 
ndex of credit supply alone tells the story of the busi- 
ess and financial future. In this statistical device, 
he supply of money is carefully charted, and curves 
epresenting changes in stock prices and general busi- 
less are drawn and are shown to lag behind the 
upply of money curve. This chart is built on the 
heory that the supply of money is a determining 
actor in the business cycle, a theory advanced by 
*rofessor Irving Fisher, of Yale University, in his 
xposition of a modification of the quantity theory 
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of money.* The wholly abnormal character of th 
money market, at present, resulting from the colos 
sal and unprecedented influx of gold from all part 
of the world, is placing a severe test on the univer 
sality of this theory of business cycles. 
Recognizing this, the Standard Statistics Compal 
freely grants that its index has limitations. Its as 
sertion is that “the curve operates almost infallibly a: 
a forecaster of stock market movements, under certair 
conditions. It forecasts a long downward swing o} 
stock prices, when, coincident with the development o} 
an acute credit strain, it crosses the normal line in ¢ 
downward direct, thus signaling that the credit supply 
has been exhausted and there are no longer credi 
facilities to finance further stock market inflation. 
“But there are any number of intermediate down 
ward movements (such as occurred in Novembe: 
1922; March to August 1923 and February to May 
1924) on which the money supply index will give n¢ 
signal at all. It couldn’t, because such movement; 
are entirely independent of credit supply—are causec 
by other economic factors. The most that can be 
said of the credit influence on such movements is tha’ 
a plentiful supply of credit prevents them from de 
¥eloping into major crises—such as was precipitater 
in the stock market in November 1919.” | 
1See Chapter XXXI: On the Alleged Root of All Evil. | 
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The Standard regards the money index as only one 
of a hundred tools, it explains. In its service, the 
Standard studies the outlook in a different indus- 
try each day and collects a vast array of significant 
facts which are interpreted by competent economists 
and articulated clearly by trained journalists. It is 
more closely related to the special facts of particular 
industries than the Harvard Service, for example, and 
in a sense competes with the trade newspapers as well 
as with forecasting agencies. 

Two other business forecasting services published 
in New York are those of Moody’s Investment Serv- 
ice, and the Poor Publishing Co. The Moody system 
presents a composite graph similar to those already 
discussed in connection with its monthly analysis 
of conditions, but it bases its view of the future on 
no special theory or particular device. The Poor 
service goes even further in skepticism as to the va- 
lidity of statistical devices, denying that barometers 
can be made effective and restricting itself to general 
discussion of the more important long term move- 
ments of the security market and business. 

The American Institute of Finance, of Boston, ad- 
heres to the belief that “the only scientific method of 
forecasting stock market movements and_ business 
rend is hard thinking, backed by experience in the 
intelligent study and interpretation of statistics and 
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news as well as human nature.” It is not wedded t 
any system or chart, but does not condemn the use 0}. 
graphic devices. Besides its weekly bulletin, the In 
stitute offers subscribers a course in speculation anc 
investment. The urge for hard thinking is admira’ 
ble, but it has not yet been demonstrated that this car| 
be done successfully entirely outside of the head oj 
the operator himself. | 

Irrespective of the assertions of sales managers, i! 
is the consensus of scientific economists that forecast’ 
ing is still in an experimental stage and that ne 
perfect instrument of measuring the future has ye) 
been devised. The man who uses a forecasting serv 
ice in connection with his business or stock mar 
ket operations should familiarize himself with the 
method employed and should check the conclusions| 
against his own experience and observations. 

Of course, if a perfect forecasting device which 
was universally accepted were invented, it would) 
soon tend to defeat its own purpose by causing the! 
condition forecast to be brought about immediately, 
For example, if it should predict that stock prices| 
would rise during the next two months its faithful 
followers would immediately act on the suggestion 
and the rise would occur forthwith, and perhaps a se- 
vere reaction would take place before the end of| 


two months, instead of the predicted sustained ral 
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The influence of statistical organizations on busi- 
ness is steadily growing. To the force of these serv- 
ices mentioned must be added the effect of informa- 
tion about current and prospective movements in 
trade disseminated by the daily press, by the stead- 
ily improving bulletins of the United States Depart- 
ment of Commerce, and the publications of other goy- 
srmental bodies, the Federal Reserve Board, and 
the affiliated Federal Reserve Banks. Dependable 
information about business is becoming more and 
nore widespread and is perhaps having the effect 
of lessening the swings in business and finance. 
uompetition in the trade and financial markets is be- 
»oming less a matter of information and more a clash 
of judgment. 

Moody’s Investors Service, Poor’s Publishing 
sompany, The Fitch Publishing Company, and the 
standard Statistics Company undertake to rate se- 
urities in accordance with their investment merit 
ind marketability. These services are sometimes a 
‘onvenient check against individual judgment. 

The foregoing services all have a value and are in 
in entirely different category from another type of 
orecasting which has to do with tips on individual 
tocks which will rise and fall. 


Stock market letter writers in brokerage houses 
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are engaged in a modern specialized adaptation of ar 
archaic art. | 

Hopefuls who expect to amass tremendous for 
tunes without mental or physical exertion are per 
petually buoyed up by the delusion that if they coule 
read between the lines they would find the key to th 
solution of the mysteries of the market. : 

The plain fact is that the writers of market letter: 
have no special pipelines to the divinities who shapi 
the market’s ends except where outright pool manipu_ 
lation is involved. In practice these disseminator: 
of speculative wisdom are sometimes privy to the 
schemes of those who apply the pulmotor to secu 
rity prices or to a piece of valuable informatior 
imparted by an insider in the affairs of a corpo 
ration. 

Yet most tips are likely to be misleading. Fal 
lowing them blindly is virtually a certain road t 
financial ruin. 

But even those relatively few tips which are ve | 
on real knowledge are of doubtful utility. The; 
constitute only one way guides. They merely say 
“Take a market position,” but give no time-table in 
structing the disciples when to change their commit 
ments. The whole theory of pool manipulation or 
the bull side is to buy stocks cheaply, possibly in ar 
atmosphere beclouded by the circulation of adverst 
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rumors, and then to sell dear, helped by the spread- 
ing of favorable reports. Thus those who buy on 
tips are likely to acquire securities while distribution 
goes on and hold the bag as quotations fall. 

So-called inside information is frequently circu- 
lated for manipulative purposes. The astute out- 
sider will therefore be critical toward it, examining 
the source and checking it in so far as is feas- 
ible. 

At bottom speculation as now carried on is an in- 
dividual, not a social, art. To succeed in this en- 
gaging fluid activity—and only the exceptionally 
qualified minority consistently succeeds—the op- 
erator must rely primarily on his own judgment, 
his own reading of the financial signposts and 
his own capacity to think quickly and to act instan- 
taneously. 

The idea that the road to easy fortune lies in slay- 
ishly following the dopesters is fallacious. Fore- 
casters, statisticians, and letter writers may contrib- 
ute useful clues, suggestions and diagnoses, but the 
speculator who acts on them without transforming 
such data in the chemistry of his own mentality to 
conform to his own peculiar requirements is in a 
fair way to part with his money. 

The principal banks and investment houses are 
perpetually creating a vast array of printed matter 
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on investments which is frequently of real educa 
tional value and practical utility. | 
Stull another kind of forecasting fascinates thi 
fringe of the finance district. | 
Wall Street strives to take the mystery out o: 
to-morrow. | 
Quoting betting odds on elections and prize fight! 
constitutes an activity outside the legitimate functio) 
of financial districts, in my opinion. How accurati 
are these odds as a forecast of future events? Ai! 
investigation recently undertaken indicates that sucl| 
odds are far from infallible. The future obstinatel) 
remains unknowable. The citizen with a thirst fo) 
knowledge, though he has read the Wall Street odds| 
must still wait for the event to be certain of the out! 
come. Political odds, however, seem to be more de! 
pendable than sporting odds. If the betters knev 
nothing about prospects and merely guessed, mathe) 
matical laws of chance ought to make them right hal 
the time. The value of their forecasts therefor 
must be judged by their achievements in excess of ¢ 
50 per cent record for accuracy. | 
The Wall Street betting odds on elections had bet 
ter than a guessing record, but on world’s series ant 
prize fights, blind guesses would have been mort 
accurate. 
In the last ten elections, the late odds correeth 
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forecast the event eight times out of ten. The odds 
were wrong in 1916 when the late President Wilson 
beat Charles E. Hughes in an exceedingly close con- 
test, and again in 1918 when Governor Smith de- 
feated former Governor Whitman in New York. 

In the case of world’s series for baseball champion- 
ships, the late odds foretold the outcome truthfully 
only three times out of ten. 

As for prize fights, odds on the ten most important 
events in the squared ring since 1897, correctly fore- 
cast the event only four times. Moreover, another 
study revealed that in nine instances where the cham- 
pionship title changed hands—five in the heavy- 
weight and four in the lightweight class—the odds 
were wrong in every instance but one. Such are 
sxxamples of cases of real doubt when the fortune 
ellers on the outskirts of Wall Street receive their 
everest test. The odds show a bad record of per- 
formance except in cases where the result was vir- 
ually obvious. These studies, tentative in their 
hharacter, indicate that man has not yet discovered 
} formula for robbing Nature of her secrets. The 
vents of the future are still beyond the ken of man. 
setting odds and security prices are in this sense 
ittle more than average guesses of large numbers of 
ndividuals. 
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HALF TRUTHS ABOUT WALL STREET 
AFFAIRS 


Delusions and Misconceptions about Finance whic} 
Blur the Vision of the Layman. 


The law says that, when a stock certificate of the pai 
value of $100 is issued, it shall have back of it assets o. 
the value of $100. To be sure, the law goes on to say tha 
it will not inquire too closely into. the actual value o 
those things which the corporation states to be of thi 
value of $100. Having opened the door so far, the camel 
if we may use this metaphor from the arid desert wher 
speaking of watered stock, has thrust his whole ‘body in 
till we have certificates “of the par value of $100” tha 
did not represent any assets at all when issued, yet ar 
perfectly law proof. Doubtless, “of the par value of $100° 
does deceive many people.—Hastincs Lyon. | 





Detustons and legends frequently pervade thi 
financial district and thwart clear thinking withow 
which missteps and losses become inevitable. Tht 
most dangerous misconceptions and superstitions ar 
those which rest on a foundation of half truths. 

Secure investments can ordinarily be made neithe: 
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‘on hunches nor tips but on clear thinking or sound 
‘advice. The investor whose mind is beclouded with 
will. of-the-wisp vagaries about finance has within 
his own consciousness forces at work which are 
likely to cause the frustration of his aims. 

| In the primer of the fake stock promoter the de- 
lusive analogy looms large. Prospective buyers of 
shares in a new concern formed to make a foamless 
soap or non-inflammable gasoline, for example, are 
Keyed to a state of mental excitement by the subtle 
remark in the prospectus of the promoter that the 
Original investor in the Ford Motor Co., the Bell 
Telephone Co., the Westinghouse Airbrake and such 
chain stores as the Great Atlantic and Pacific Tea 
Co., and the F. W. Woolworth Co., attained fabulous 
returns on their original investment funds. 

| The device, on analysis, seems crude and ineffect- 
ive, yet the fact that its use is a helpful stimulant to 
the sale of worthless stocks is indicated by its persist- 
ent employment. 

| What are the defects in this type of argument? 
‘In the first place, the success of the Bells, the 
Westinghouses, and the Woolworths in different fields 
of activity under unlike conditions, is no indication 
by any stretch of the imagination that the new pro- 
noter will prosper commensurately. 


Secondly, if any lesson is to be drawn from the 
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records of the past, it is scientifically necessary to 
set up the infinitely larger number of failures 
against the relatively small number of conspicuous 
successes. 

Thirdly, enterprises that have fared well have 
almost universally depended not solely on an idea of 
their founders’ but also on good management. In 
referring to the records of the outstanding successes, 
promoters are seeking to divert the attention of the 
prospective investor from the paucity of information 
concerning their own venture. The buyer with an 
inquiring mind will insist that the security vender 
eschew generalities about success in the abstract and 
dwell on the facts concerning his own proposition. 

A cognate stunt of the high pressure stock sales- 
man is to hint seductively to the inexperienced, 
“‘Now’s your chance to get in on the ground floor.” 
The inference is that the great profits are realized 
by those who participate in new promotions from the 
outset. 

The truth is that, taking new propositions by and 
large, the first stages of their conception and finan- 
cing are the most hazardous ones and, unless their 
Judgment is extraordinarily discriminating, those 
who “get in on the ground floor” are more than likely 
to end up in the basement. 
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_ The pioneer in most walks of life does necessary 
and heroic work in pathfinding, but frequently his 
courage and daring fail to bring him a fortune. In 
financial propositions, if he has overextended him- 
self, others with less creative imagination but with 
more acumen, frequently buy in his property under 
the hammer at a receiver’s sale and capitalize the 
product of the pioneer’s boldness and originality. 
Even with the fraudulent promotions left out of 
consideration, the records of business reveal that 
those with even a good but novel idea must climb an 
uphill road. The paths to prosperity are more 
labyrinthine than the simple minded stock salesman 
indicates. 
_ Let us leave out of consideration the great array 
of failures. Many enterprises which are at this 
ime among the leaders in their industries paid no 
lividends on their common stock for many years 
ifter incorporation. The American Can Co., for 
xample, a leading maker of cans in this country 
vhich was launched in 1901, yielded nothing in diy- 
dends to common shareholders until 1922. Thus 
f a man who had got in on the ground at $3 a share 
n 1901 held the stock until 1908, he could have sold 
mut at $4 a share. If he held 1000 shares he would 
| i made a profit of $1,000 on a $3,000 investment. 
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Superficially his gain would seem satisfactory, bu 
if he had placed his funds in securities yielding € 
per cent his return during that period in interes! 
alone would have reached $1,260, or $260 more 
than he obtained from assuming large risks. If, ox 
the other hand, he held on to the American Can unti 
1924, when the stock sold as high as 138, he woulc 
have been compensated for the lack of financia 
return for twenty-three years in the appreciation of 
his principal sum. 

Take another outstanding industrial leader. The 
United States Steel Corporation is the dominant fac 
tor in the iron and steel industry. However, the in 
vestor who bought the common stock in 1901 when 
it was first offered was not especially pleased with 
the fruits of his daring three years later when the 
shares sold at the open market priced at 8%. For 
the first fourteen years of its existence the company 
paid an average dividend of 2.70 per cent—less than! 
the surer interest rate paid by the savings bank. The 
records show that the investor who did not acquire 
steel shares until about 1915 at about $40 for stock 
that two years later sold as high as $135 and thai 
paid in the meantime dividends totaling more than 
20 per cent on his investment, fared better. | 

These illustrations reveal the record of the rel- 
atively few of tens of thousands of new undertakings 
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that succeeded. Those who are among the initial 
victims of a failure have nothing to show for the 
speculation except worthless stock certificates—and 
perhaps a healthy distrust of stock promoters and 
peclcrs. 





The meaning of par value has confused many lay- 
men. The most common par value for stock is $100 
a share, although other figures, such as $50, are 
sometimes used. Par value is a fictitious normal 
which in practice has no relation to the market or 
intrinsic value of a security. 
| Par value represents little more than a formal ac- 
counting method for capitalizing the hopes and en- 
thusiasms of the promoters. 
| And yet the unworldly will again and again pick 
up the financial page of the newspaper and run 
through the stock quotations, naively assuming that 
those shares which are selling below par are likely 
to be cheap and those selling above par are expensive. 
Nothing could be further from the truth. The 
stock of one company having a par value of $100 
and selling at $250 a share might and frequently is 
a great bargain, whereas that of an emaciated 
competitor also with a value of $100 selling at $18 
might be quoted far above its real worth. 

_ Recently, a number of state legislatures have rec- 
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ognized the adverse effects of misconception abou 
par value and there has been a tendency in New York 
Ohio and other states to permit the issuance of nc 
par value stock which pretends to be no more thar 
it really is—a share representing the stockholder? 
partial equity in the residual assets of the company 


The “book value” or net assets applicable to the 
common stock constitutes a better indication of its 
intrinsic merit than the par printed on the face of 
the certificate. 

Book value is determined by subtracting from the 
assets shown in the balance sheet of the company 
sums equivalent to the amount of bonds and other 
prior claims outstanding, including net curreni 
liabilities, and dividing the result by the number of 
shares of stock outstanding. Where preferred stock 
is outstanding assets enough to cover the par value 
of the preferred stock must be deducted also before 
attaining the book value of the common stock. It 
is customary to omit good will and other intangible 
items in determining book value. f 


There is a tyranny in print. One type of mind 
accepts as the gospel truth anything that comes off 
the presses. : 

The balance sheet and an income account whiel 
are the means by which in accounting terminology 
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1 corporation reveals its inner self to the world are 
ike newspaper editorials,—statements of opinion. 
3y inflating indefinite items on the balance sheet, 
uch as real estate or machinery, or by placing wholly 
irbitrary values on good will and other intangible 
tems, a corporation can make itself appear more 
Hiuent than it really is. In such systems the book 
falue will have little relation to its true worth. 
Demonstrated earning power is often a better clue 
0 the real worth of a share of stock than theoretical 
‘ook value. 


} 





A curious scheme by which brokers frequently 
irevail upon suckers to come back for more punish- 
gent is the theory of averaging. The practice of 
veraging or adding to one’s holdings of a stock 
jat goes down is an outgrowth of the theory that 
thatever goes down must eventually come back. 
the investor who averages may, for example, double 
is ownership of a given stock every time it declines 
m points. If the first block was bought at 50 and 
e took an equal block at 40, then a rise to 45 would 
ermit him to break even on his transaction. 
| Frequently buying of this kind merely results in 
rowing good money after bad. : 
‘The investor who keeps on buying a steadily de- 
Tiorating security as the price sinks gets little 
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satisfaction from having reduced the average pric 
of his holdings when the concern goes into ban 
ruptcy and he is left with an accumulation of valu 
less engraved certificates. 

Averaging is frequently held out as a lure by w 
scrupulous brokers to induce inexperienced securil 
buyers to increase their speculative commitment 
A man without large monetary resources and exce} 
tional financial intelligence should invest (seekin 
security of principal and assured regularity of ii 
come), not speculate (seeking profit through an aj 
preciation of principal). The investor who buy 
primarily to attain safety does not have to wort 
about reducing his average cost. 

A good working rule is: never average unless th 
security on its own merits seems attractive at ih 
lower figure. | 








Another practice which is a frequent cause of los| 
to amateur speculators is the use of the “stop los 
order.” ‘This device entails instructing a broker t 
sell a security at the market when and if it touches | 
stipulated quotation, usually several points belo’ 
the current price. If, for example, the stop los 
order is placed at 95 when the stock is selling ¢ 
100, it doesn’t mean that the customer is certain t 
get 95, but merely that when the stock touches 95 
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will be offered for sale at the best price obtainable. 
| Frequently professional speculators make drives 
against particular stocks for the very purpose of un- 
covering stop-loss orders. Thus the stop loss order 
frequently results in a sacrifice sale of securities at 
i quotation several points below the price at which 
they could have been sold before or after this partic- 
ular speculative onslaught. The stop loss order is a 
orofitable device only when used with discrimination 
vy those familiar with the mechanics of the stock 
narket. A good time to use it is at the crest of a 
wave of speculation when securities appear to be 
‘elling well above their intrinsic value as a result of 
he mere momentum of the forward movement. The 
mvestor in such circumstances can advantageously 
smploy a stop loss order so that he will not be caught 
vhen the inevitable turn comes. 





Another question which periodically becomes a 
ubject of acrimonious debate is the issue of short 
elling. A “short sale” is the sale of a security which 
me does not own, but which one borrows to fulfill 
he contract to deliver and which one later hopes to 
uy at a lower price to repay the individual who lent 
he stock. 

Amateurs have professed to see immorality in the 
iractice of short selling on the ground that it under- 
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mines the credit structure of the nation and interfer 
with business progress. However, economists wh| 
have studied the question have long been of the opi 
ion that short selling is a good rather than an evi 
since it tends to bring about greater stabilization i) 
prices than would be the case with everyone tradin| 
only on the buying side of the market. Short sellin| 
creates a demand for stocks when the rank and fil 
' are seeking to sell out on a declining market as th 
buyers cover their commitments—buying back stock 
which they have borrowed. Morever, short sellin| 
at times of excessive optimism tends to check ut} 
duly high swings above intrinsic value. The risk 
of short selling are somewhat greater than those o| 
speculation for the rise and as a matter of busines 
prudence the amateur does well to eschew the prac 
tice. 





It is difficult to reduce speculation to a sing] 
formula. 
One of the generally accepted maxims along th 
row where money sprouts is “One can’t go broke tak 
ing profit.” | 
Profit taking before it is too late is usually a | 
policy, but this glib precept does not tell the whol) 
story. If the speculator is tempted to sell out for i 
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very narrow profit, he is likely to find that the game 
is not worth the candle. His apparent narrow gains 
are likely to be effaced by the overhead cost of 
speculation, which includes broker’s commissions, in- 
terest on borrowed money, state and federal trans- 
fer taxes, and income imposts. 

| be he trader who is always in and out of the market 
in quest of one and two point profits is almost certain 
‘0 make money for his broker but not for himself. 

| The investor who is really buying income should 
is a general rule ignore minor swings in market quo- * 
ations. Ordinarily good investments move up and 
lown as a class and switching from one to another 
yields little except commissions for the broker. 


_ Another self-evident truism of Wall Street —“Buy 
tocks on the dips and sell them on the bulges” —is 
inlikely to lead the layman on to fortune. 

For in the first place the overhead cost of specula- 
ion makes in and out trading on narrow margins 
ikely to be unprofitable for non-members of stock 
‘xchanges. 

Secondly, what may appear to be a mere tempo- 
ary dip to the more inexperienced man may be the 
irst drop in a major downward movement which 
night either efface the margin of a small speculator 
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or compel him to tie up his capital in a speculatiy 
commitment many months longer than he ha 
intended. 

Thirdly, watching the day-to-day price fluctuatio 


tends to form a speculative habit which is likely to b 
a costly one for the amateur. 


Another seemingly self apparent truth is that “rec 
estate is always safe, it cannot get away from you. 
The fallacy here is in connection with pric 
Though well selected urban property in the Unite 
States tends to appreciate in value as the countr 
develops, it is not true that one can buy a parce 
of real estate at any price and be sure of recoverin 
the principal. | 

Even in New York City neighborhoods shifi 
While general values may be rising, certain locali 
ties depreciate. A real estate operator recently re| 
marked that 90 per cent of the land sold by pro 
moters is worth less four or five years after the pro| 
motion of the development scheme than when it wai 
offered as a great bargain. “I have made money 
buying lots which tired owners would sell for a son{ 
or which they were willing to let go rather than pay, 
the taxes,” he declared. “Sometimes I have bough: 
land for less than 25 per cent of the price at whic! 
the land was offered to the public.” . | 
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) Solemn but ill-informed purchasers of first liens 
F worthless property which existed primarily in the 
magination of the promoter have peste been 
leluded by the words “gold bond” or “gold note” 
ingraved on the face of the security. ie the United 
itates since the passage of the Gold Standard Act of 
(900, the holder of any claim to United States cur- 
ency may legally demand payment in gold. 

| Consequently the use of the word gold on the bond © 
dds nothing to its security, but merely impresses 
he unknowing. 

In foreign countries, such as Germany, however, 

Bligations are payable in paper money only, unless 
ayment i in gold is specifically promised. Since the 
omersaulting of the German mark toward worth- 
‘ssness, the question of payment in gold has become 
xtremely important. 
‘In the case of foreign government securities held 
y Americans, the medium of payment is a matter 
f genuine significance. Most of the foreign loans 
vated in New York are specifically payable in 
nited States gold coin. In such cases the foreign 
tyer assumes the risk of fluctuations in foreign ex- 
lange, for in order to get United States gold coin, 
e foreign governments must employ a varying 
timber of francs, lire, and pounds sterling, as the 
se may be. Where obligations are payable in 
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foreign coin, the American owner must bear the ris 
of changes in exchange rates in addition to the ii 
vestment risk. 


In inverse ratio to a salesman’s integrity he wi 
tend to rush prospective customers into decisior 
concerning investment matters. The fake stoc 
salesman will urge a prospect to buy now becaus 
prices will be higher next week. Such a remar 
indicates blue-sky methods and may mean merel 
that the promoter will arbitrarily set a higher se | 
on the stock the following week in order to whet th 
buying appetite. 

Individuals, unfamiliar with the mysteries of th 
investment market, are misled by the customary ar 
nouncement by high-grade underwriting houses, a fey 
minutes after the subscription books for a new issu 
have been opened, that they have been closed and tha 
the issue has been fully subscribed. Such an ar 
nouncement does not mean that it is too late for th 
investor to buy a bond, but merely indicates that th 
underwriting house and its associates have in the ea 
pacity of wholesalers distributed the bonds to re 
tailers or bond houses, which, in turn, through thei’ 
salesmen will undertake secondary distribution 0! 
the securities to the final investors who will plac 
them in their safe deposit boxes. 


| 
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CHAPTER XXIII 


BIG BUSINESS FLIRTS WITH VIRTUE 


| 


Significance of the Better Business Movement. 


_ The banker has ceased to be reputable who, satisfied with 
he creed “Caveat Emptor” (let the buyer beware), washes 
iis hands of his ‘customer after he has unloaded his wares. 
—Georce B. CaLpWELL. 


AMERICAN business is steadily striving to raise its 
sthical standards. The cynical old sophistry—“busi- 
tess is business’—is much less frequently used 
is a defense against sharp trade practices. Con- 
versely, progressive attempts have been made to de- 
yelop Korans of commerce which set up codes of 
fair dealing. Since 1911, when the Associated Ad- 
rertising Clubs of the World was formed, legitimate 
dusiness has had an organized conscience. As an 
‘fspring of the Associated Advertising Clubs of the 
World, thirty-eight Better Business Bureaus have 
yeen established throughout the country. 

| The first bureau was launched in Minneapolis in 
1914 with H. J. Kenner, who is now manager of the 
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Better Business Bureau of New York as secretar 
Since that time a new profession of specialists i 
detecting abuses in the financial and commerci: 
world has come into being. The Better Busine; 
movement started as a result of a voluntary impuls 
on the part of legitimate enterprise to protect th 
public from exploitation by misleading advertiser, 
and to protect itself from unfair competition on th 
part of the unscrupulous. The Bureaus graduall 
widened the scope of their activities to include que: 
tionable trade practices outside of advertising ani 
later reached the financial and security world 
The public can help by quickly reporting experi 
ences with fraudulent venders and can get assistance 
by making inquiries at the bureaus before dealin; 
with unknown concerns. 

The Better Business Bureau of New York, whiel 
was started in July, 1922, was organized on the ini 
tiative of a group of men who sought to set up al 
agency to prevent abuses in stock selling. Up t 
the present time the major service rendered by thi 
bureau, under the intelligent direction of Mr. Ken 
ner, has been in connection with exposing fraudulen| 
and questionable stock selling methods. The bu 
reau was created in a time of emergency, when the 
small investor was being robbed, on the one hand 


by an unscrupulous group of bucketeers, many 0! 
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whom have since gone into bankruptcy, and on the 
other, by cohorts of blue-sky promoters who sold 
worthless stock certificates and hot air at fancy prices. 
_ The bureau is at a point of transition, and is lay- 
ing plans for widening the scope of its activities. A 
bulletin recently issued calls attention to the fact that 
steps are now being taken to organize a mercl ares 
section of the bureau, which will call attention to 
nisleading practices of merchants. 

It is to be hoped that the Investors’ Section of the 
pureau will begin to devote more and more attention 
‘0 improving the standards of Wall Street and to 
naking a scientific study of present day methods. 
[f it is to be a Better Business Bureau in the fullest 
sense of the word, it ought to strive to heighten the 
standards of the so-called reputable factor in trade 
ind finance and should not confine its activities ex- 
slusively to police work in detecting fraud. 

| The reactionary, in whatever department of life, 
yelieves that ultimate truth has been discovered and 
hat the proper procedure consists in swatting the 
aeads of those who differ with accepted notions. 
[he true progressive, on the other hand, though ac- 
‘epting a body of principles as valid and guiding, 
‘ecognizes that life is dynamic and subject to change, 
ind that methods of living must be adjusted to con- 
orm with changing conditions. 
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The men at the helm of the Better Business Burear 
have, I believe, this larger ideal of making the goo 
factors in trade and finance better as well as to ex 
pose crooks, and their financial supporters shoul 
encourage them to seek to raise the moral tone o 
business. 

Better Business Bureaus are extra-legal bodie 
and, because of their very nature, must continually 
fight for existence and justify their right to live by 
good works. They have no place in the commu 
nity unless their aim is improvement of this public 
service. They should not be snoopers nor self. 
appointed censors, but can serve a really useful 
function in articulating the rising standards of con 
duct of the better elements in economic life. 
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LESSONS FROM THE LIVES OF FIELD MAR- 
SHALS OF INDUSTRY 


| Mistakes of Success Magazines; not all Rich Men 
‘are Heroes; nor are they all Villains. 


Our business didn’t grow of its own accord. We didn’t 
‘sit still and do nothing but draw dividends. Our business 
‘grew for the same reason that other successful businesses 
‘grow: our basic principles were right; we dealt justly with 
everybody and met our obligations promptly; we studied 
facts; we watched for opportunities and also created oppor- 
tunities; we spared no expense and no efforts to manufac- 
ture a paddles of the best grade; we did not short-sightedly 
curtail our market by charging exorbitant prices but con- 
stantly aimed at reducing them to a minimum so as to en- 
courage wider and wider consumption; we allowed neither 
success nor temporary setbacks to cause us to lose our 
heads; and always we were careful to keep our financial 
condition sound and strong, resisting all temptation and all 
Suggestions to put out unwarranted amounts of shares to 
foster speculation or create inflation—Joun D. RockeE- 
FELLER. 


There is no secret about success. Success simply calls 
for hard work, devotion to your business at all times, 
[263] 
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: 
day or night. I was very poor and my education was 
limited, but I worked very hard and always sougie | 
opportunities —HEnry C. Frick. 


INFINITE are the roads to paradise and the ways to 
SUCCESS. | 
Frequently men of affairs are at their worst when | 
they seek to give recipes for advancement. They | 
are more likely than not to misjudge what qualities | 
in their own make-up brought success. | 
One man will attribute his development to pune- 
tuality; another to power of concentration; another 
to the capacity for hard work; still another to in- | 
ventiveness and originality; and yet another to | 
loyalty and enthusiasm. a 
All of the foregoing qualities are significant and | 
play a part in a man’s life, but they are ordinarily ! 
not the uniquely characteristic elements of extraor- 
dinary success. ; 
What then is the essential difference between the 
hundred dollar a day and the five dollar a day man? | 
It is, I think, the difference between a creative indi- 
vidual and a routineer, between a pathfinder and a 
rut-follower. ] 


man fears the hazards of independent shilein | 
Even though a man may be president of a oral 
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corporation or owner of a great block of securities, 
‘he can hardly be called a success if he lacks the 
_ attitude of intellectual independence. 
Every man, of course, is the judge of his own suc- 
cess. ‘To one, success means composing an enduring 
_tone-poem, to another painting a beautiful portrait, 
to another the capacity to make a brilliant oration, 
to another the power and prestige that come from 
business leadership, and to still another merely the 
Mnonotonous piling up of a heap of gold. 
The success magazines operate under the delusion 
‘that all rich men are heroes. Muck-raking maga- 
zines of disaffection go to the other extreme by as- 
suming that all men of wealth are enemies of the 
people and inherently vicious. 
_ At the intersection of Broad and Wall Streets, the 
financial center of the universe, one finds successful 
men of a great variety of temperaments. They dif- 
fer among themselves almost as much as shoemakers, 
actors, and journalists. Not all of them got to the 
top by adhering to copy book maxims. Occasionally 
the divorce court records reveal the more sordid side 
of lives of some men of affairs, but as a class they 
are certainly no worse than any group with equal 
opportunities. 
The success magazines are seemingly developed 

on the theory that, if everyone works diligently 
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enough, 110 million bank presidencies will open 
up. It is true that America has not yet become 
stratified and that each month scores of individuals 
are climbing slowly from poverty to riches. That 
opportunity to rise from the ranks is one of the 
characteristic aspects of American business life. 

However, though each lowly private in the ranks 
of industry can theoretically become a captain, it is 
also true that only the exceptional individuals in the 
group rise to the top. The others must be content to 
follow a leader. 

Biography is one of the richest forms of literature 
and men and women will always find inspiration in 
the stories of outstanding individuals. However, to. 
serve their purpose the biographer of contemporary 
successes should present their subjects in true per- 
spective, portraying the faults as well as the virtues. | 
Press-agent versions that suppress all the human 
frailties and stress only artificial qualities make the | 
leaders of industry and finance appear to the general | 
public less warmly human than they really were. 

An outstanding lesson from the lives of men of the | 
forefront of industry is that the leaders recognize the | 
fluidity of human events. They know that the final | 
rule has not yet been formulated. They perceive | 
that progress and development still lie ahead to chal- | 
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lenge their ingenuity. They know that things as 
they are, are not as good as they will be. 

The failure is the man who thinks that he would 
have found useful things to do if he had been born 
about fifty years earlier. 
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CHAPTER XXV 
THE CUSTOMER BUYS THE PLANT 


Consumer Ownership of Public Utilities as an 
Alternative to Municipal Ownership. 


It is hard to make the ordinary depositor in a savings 
bank, or the holder of a small life-insurance policy, under- 
stand that unnecessary, unwise and harmful legislation or 
political action directed against railroads, public utilities 
and other business affects his savings. The connection is 
too remote. The lesson is more easily learned when an 
individual is personally and directly a stockholder in the 
business under attack.—Tuomas N. McCarter. 


Cartoonists effectively reflect the ebb and flow of 


political and economic movements in the United. 


States. 


Since the wider distribution of securities which | 
began with the sale of Liberty Bonds, newspaper ar- | 





LS 


tists have been less inclined to present the typical | 
bondholder as a bloated figure with a huge black | 


cigar in his mouth and a huge face puffed and flabby 


from self-indulgence. Similarly there is a slow rev- | 
olution going on in the attitude of consumers toward 


public service corporations in American cities. The 
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time has not yet come when each customer goes out 

‘of his way to express his love and admiration for 
‘the gas, electric light or telephone company, but the 
blind intemperate hatred of public utility enterprises 
of pre-war times is being tempered by a more sym- 
‘pathetic understanding of the uses and functions of 
‘such corporations. 

Some one tipped off the public service corpora- 
tions to the preachings of Karl Marx on the subject 
‘of economic determinism. They have learned that, 
if their customers become owners of their securities 
also, the consumers are less likely to rail and rant at 
the public service corporations. Instead of looking 
across a continent for financial aid, electric light, 
gas and power companies have found ample sources 
of capital in their own city among their own patrons. 
| The magic of the idea of customer ownership of 
public utility corporations has swept across economic 
America with startling rapidity in the last five years. 
[t has developed as a singularly American alternative 
{0 municipal or state ownership. It is a cross be- 
ween socialism, on the one hand, and self-seeking 
ndividualism, on the other. 

Customer ownership is temporarily turning gas 
litters, telephone operators and meter readers into 
tock salesmen. It is a scheme of banker-less 
Inance. Instead of going to a middleman and sell- 
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ing securities to him, public utility companies en 
gaged in customer ownership campaigns temporarily) 
transform their own electric light, gas, power, tele 
phone organization into a corps of security-venders 

The gas man, central, and the other employee 
of the public service concerns in their solicitation: 
reach individuals who never before bought securi 
ties and thus bring the gospel of thrift to new places 
helping the individual and at the same time tappin§ 
additional sources of capital which contribute to the 
tremendous expansion of the utilities which is nov 
going on in the United States. : 

The system of customer ownership has thus fay 
been confined to public utility enterprises. It coule 
also, in my opinion, be profitably employed by tht 
railroads. It is, however, not so well adapted to tht 
needs of industrial corporations for they are unregu' 
lated industries subject to little check besides tha 
embodied by the sense of honor and responsibility 
of the management. Public utility enterprises, or 
the other hand, are under the supervision of stat 
commissions which check up on their security offer 
ings and which compel the publication of authenti 
periodic records of earnings and expenses by whicl 
the changing worth of the securities may be meas 
ured. | 

Of course, all public utility securities are not o! 
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equal worth. Some are excellent, some are fairly 
good, and some are wholly undesirable. Thus far 
‘the consumer ownership movement has been held 
within reasonable bounds and has related primarily 
to preferred stocks of sound companies. The Pacific 
Gas and Electric Co., which was one of the pioneers 
in this development, hag recently widened the scope 
of the movement by offering for the first time com- 
mon stock to consumer owners. 

_ Although the bankers are left out of the consumer 
Brnership movement they are no longer hostile to its 
development. Investment bankers who bring out 
bond issues of public utility enterprises realize that 
the value of the bonds is heightened by the sale of 
junior securities. 
| Instead of using the arid unappealing traditional 
ype of advertising copy of the old-fashioned con- 
servative bond houses, the public utility companies 
have sought to speak in a language that the general 
public will understand. They have translated the 
mysteries and obscurities of finance into concrete 
formulas embodying the objectives of thrift. More- 
wer, having taken a leaf from the United States gov- 
2mment which distributed its own obligations with 


inprecedented thoroughness by permitting individ- 


lals of small means to buy securities on the partial 


dayment plan, the utilities in asking their customers 
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to buy their securities permit them to make a smal 
payment down and to pay the balance in regular ir 
stallments over a period of time, frequently as lon 
as one year. The partial payment scheme, makin 
it possible for the individual to save out of curren 
income in a convenient and automatic manner, i 
highly desirable. After the Armistice, however, i 
was exploited by bucketeers who by subtle device 
stole the installment payments of their customers 
Solid houses with few exceptions were averse to thi 
system because of the added expense in bookkeep 
ing entailed. The individual should avoid openin; 
partial payments with any house to whom he woul 
not be willing to lend money. 

Executives who have fostered the consumer owner. 
ship movement assert that it has accomplished thre 
main results. First, it has taught the wider public 
the fundamentals of sound investment, thus adding 
stability to communities. Secondly, it has cultivated 
good will for utilities by enormously widening its 
circle of interested friends. Thirdly, it has pa 
vided a significant new source of capital. 

The political factor is especially important. The 
welfare of regular public utility concerns depends 
to a large extent to the attitude of the public toward! 


it. A hostile public often makes constructive regu- 
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lation by commissions difficult if not impossible. 
Moreover, a friendly public renders discriminatory 
legislation less popular. Thus when the public 
itility company sells stocks to a wide number of 
its own customers, it automatically increases the 
safety of the security offered, for the antipathy 
of the public is one of the major risks_involved 
nm an investment of this kind and this feeling 
f hostility has been found to wane when owner- 
hip of the company’s stock becomes widespread 
n the community. It was this aspect of the 
fuestion which gave the public ownership plan 
ts greatest stimulus, especially during the post-war 
yeriod when public utility credit was severely 
trained and public opposition was strong. 

| Electric companies which are among the strongest 
mancially have been pioneers in this work. 

| One selling device is to urge the use of the divi- 
lends on stocks bought to pay for service rendered by 
he company. 

. The American Telephone and Telegraph Company, 
he holding company for subsidiary Bell Telephone 
ompanies throughout the country, which employed 
his argument, now has more than 300,000 share- 
‘olders, more than any other business enterprise in 


he world. 
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The subjoined table indicates the growth of th 
consumer ownership movement. 





Véar Shares Stockholders 
Sold Obihined 

1914, 92.310 4,044, 

1915 57,103 4,357 

1916 38.057 3,681 

1917 79,348 7,470 
1918 30,783 4,115 ; 
1919 166,096 20,840 

1920 416,089 62,885 

1921 802,845 118,177 


1922 1,750,707 198,018 


Electric light companies affiliated with the Nationa 
Electric Light Association sold directly to the cus 
tomers, $80,000,000 of securities in the fiscal yea 
ended June 30, 1922; $175,000,000 in the yea 
ended June 30, 1923, and more than $300,000,001 
in the year ended June 30, 1924. In 1920 thi 
group sold only $35,000,000 of securities. 

One of the great needs at the present time is t 
set up standards for the consumer ownership move 
ment to prevent weaker companies on the verge Oo 
receivership from luring customers into highly specu 
lative securities. Self-interest, however, acts some. 
what as a deterrent so that it is unwise and unprofit 
able for an individual company or companies in gen 
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eral who aim primarily to win public esteem and 
friendship, to foist questionable or undesirable se- 
curities on the general public. However, in buy- 
ing junior securities the public is necessarily assum- 
ing business risks and should keep in touch with the 
earning power of companies in which it has invested. 
| Moreover, a ready open market should be made 
either by the companies themselves, or even better, 
on stock exchanges for such securities. Liquidity 
or ability to turn securities into cash is a desirable 
investment attribute. Furthermore an individual 
ought to be able to free himself of an investment 
commitment when and if he perceived that the eco- 
nomic trend is unfavorable. 

\ In some cities an effort is being made to give cus- 
tomers who have acquired securities a real sense of 
ownership in the properties. Committees of cus- 
tomer owners have been organized and have been in- 
Vited to make suggestions as to improvement of ser- 
vice and to advise on expansion programs. Where 
properly supervised, the customer ownership move- 
ment is psychologically and financially sound for it 
is based on human longings for codperation and 
good service and places self-interest of a large ele- 
ment in the community behind the well-being of pub- 
lic service enterprises. 


: 
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CHAPTER XXVI 
BANKS FOR THE IMPECUNIOUS 


Loan Sharks versus Coéperative Lenders. 


When seventy thousand Americans with next-to-no capi 
tal can in ten years and in fifteen states build, operate 
and completely control over two hundred credit unions 
or baby banks, with combined assets of more than twelvyi| 
millions, most of which is safely and beneficially loanec 
out among themselves in amounts of from five to two thou 
sand dollars, what’s the answer? | 

Certainly, that the United States needs low-cost, small! 
loans service—GrRTRUDE MATHEWS SHELBY. | 






EXPLOITING poverty has long been a profitable pur 
suit for loan sharks, unregulated pawn brokers, and) 
loan societies which in some states charge up to 
thirty-six per cent interest to needy borrowers. | 

Frequently, a man of character but no funds can) 
obtain accomodation on far more advantageous terms 
from service organizations which were created pri- 
marily to help him but which, because of their less) 
aggressive sales methods, do not become known to 
him. my 
There are many types of financial institutions 
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which touch the average man in his daily life and of 
which relatively little is heard. The more familiar 
institutions of the masses—the great mutual savings 
banks, life insurance companies, and savings and 
loan associations—operate efficiently and safely, and 
therefore remain outside the company of those who 
get on the front pages of the newspapers. 
Since 1910, and particularly during the last four 
years, there has been in this country a striking growth 
of poor man’s banks, which take two forms, First, 
the codperative National and state banks, of which 
the Brotherhood of Locomotive Engineers’ Co- 
operative National Bank of Cleveland is the model; 
secondly, credit unions, which are banks in miniature. 
Credit unions are less formal organizations, whose 
unique character consists of exceedingly small op- 
erating expenses. A desk and a set of books are 
frequently the only equipment required. Often the 
officers of credit unions volunteer their services and 
get free desk room. 
| Credit unions undertake to finance the poor. 
They extend credit to individuals of good character 
who would be unable to get accomodations at ordi- 
nary banks, either because the amount involved 
would be too small, or because they were without re- 
sources which could be used as security for a loan. 
Credit unions represent a revolt against the tend- 
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ency of ordinary commercial banks to require mini: 
mum deposits, such as $200. 

The ordinary credit unions admit as members those 
who pay an entrance fee of 25 cents and as little as 
10 cents a share weekly on the instalment plan. Be 
sides, deposits in small amounts are accepted. They 
operate under state supervision. 

The funds secured from the sale of membership 
shares and from deposits are used as the basis of 
loans to needy members. At times, when demands 
from members do not absorb all the available funds, 
the excess can be used to purchase Government bonds, 
bank acceptances and commercial paper, which are 
highly liquid bank investments. | 

The theory behind the credit union is that, though| 
the individual wage-earner, standing alone, is a weak 
figure in the cold world of give and take, when he. 
bands together with several hundred others the unio 
of meager financial resources becomes a ponent 
weapon for keeping the wolf away. | 

Credit unions have the capacity to transform a 

member’s good character into a negotiable instru- 
ment which will pay rent during illness, or buy medi- 
cine or food. Credit unions have bien organized in 
governmental departments, among the employees of 
corporations, in churches, lodges and in farming 
communities. 
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Roy F. Bergengren, in his book on credit unions 
‘called “Codperative Banking,” recites some typical 
‘situations: A loan from a credit union enabled a 
widow to set up in business as a public stenographer, 
financed a war veteran who went into the junk busi- 
‘ness, provided for a tubercular cure and furnished 
the means for taking care of pressing loans arranged 
‘on usurious terms. 

Since the aim of credit unions is service to mem- 
‘bers, rather than profits to shareholders, persistent 
effort has been made to keep interest rates on loans 
as low as feasible. Despite this policy, the better 
‘managed credit unions have grown rapidly and have 
earned substantial profits. 

Massachusetts was the first of the States to author- 
ize the credit unions. Starting in 1915, New York 
credit unions are now larger in both assets and total 
membership than the Massachusetts institutions. 
The latest available report indicates eighty-two 
credit unions with total assets of $4,445,297, and 
among their members are included 18,752 borrowers 
and 14,728 non-borrowers. There are now 100 
credit unions in the state and 240 throughout the 


country. 
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CHAPTER XXVII 
“ONE DOLLAR DOWN AND ——” 


Advantages and Hazards of the Rapidly Develop- 
ing use of the Installment Plan. 


It is an open question whether or not the installment 
method is an unmixed blessing to the public. On one side 
is the theory that the plan has brought within the reach of 
the small wage earner many of the refinements and lux- 
uries of life, thereby raising the standard of living in the 
American home. Opposed to this is the contention that 

“easy payments” operate to lead improvident people into 
expenditures and debt unjustified by their incomes and sta- 
tion in society—R. S. WHITE. 


Tue American people are going more and more 
into debt for their automobiles, furniture, jewelry 
and even clothing. 

The tendency to buy now and pledge a share of 
next year’s income has brought criticism from austen 
banking quarters. Yet the habit seemingly grows, 
and plays an important part in keeping consumption 
on an exceedingly high basis. é 

The standard of living in this country is at présent. 
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_about as high as it has ever been. For the average 
family, the luxuries of the last generation have be- 
come the necessities to-day. Wants have multiplied, 
and the common run of men have sought in increas- 
ing ways to gratify the desires of their families. 

The democratization of material comforts is cer- 
tainly a thing to be desired. In so far as the install- 
“ment system has contributed to the better standard of 
living, it has had beneficial aspects. And yet the 
question remains whether financing consumption on 
a large scale is safe banking and sound policy. 

No general answer can be given to these inquiries, 
for the desirability of the system depends on the de- 
gree to which it is used. For their own self protec- 

tion, merchants should exercise scrupulous care to 
avoid overloading their customers with obligations. 

The ordinary commercial bank, whose first duty 
is to keep safe the funds of depositors which have 
been entrusted, is rightly disinclined to finance con- 
sumption. Hence new agencies have been developed 
for this purpose. 

Naturally regular banks prefer to finance produc- 
tion, which is a wealth creating process intended to 
yield funds with which to pay off the loan. Good 
bank loans should be self-liquidating. Such loans 
are regularly made by banks to manufacturers to 
finance them between the time the raw material is 
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purchased and the finished goods sold and paid for. 

Consumption goods, such as clothing, are not in- 
come producing. Presumably they yield sufficient 
pleasures to justify the buyer in obligating himself 
to pay for them. But payments depend not upon 
the wealth creating capacity of the clothing or jewelry 
bought on the installment plan, but upon the earning 
power of the buyer. 

As long as relatively prosperous times exist and 
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labor is rather fully employed at high effective wages, | 
this system of mortgaging the next few months’ pay | 
envelopes works smoothly. Widespread unemploy- | 
ment or wage reductions would tend to throw sand | 
into the credit machinery, and would cause the ins 
stallment houses and finanee companies to repossess. | 
the articles of consumption at a time of slackened | 
demand for such merchandise. Loans based upon 
such operations would tend to become frozen and. 
might have to be radically written down. ‘| 
In so far as the individual is concerned, these rules 
tend to suggest wise procedure: 5 
First: never buy consumption goods on the partial” 
payment plan if you are able to pay cash, for the 
credit substitute is expensive and the cost falls on the } 
buyer. 
Second: limit installment purchases to commodi- 
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ties of an essential character whose benefits will ex- 
‘tend at least over the entire period of payment. For 
‘example, it would be uneconomic to buy theater 
tickets on the installment plan, but it would be justifi- 
able to buy permanent things such as a house or even 
a piano on this basis. 
Third: if necessary to buy on the installment plan, 
play safe and figure on adverse contingencies, such 
as loss of time which would reduce your income. In 
other words, don’t mortgage your current and pro- 
spective income up to the hilt except for emergencies, 
such as illness and operations, but leave an ample 
“margin. 

Living well depends not only on the size of a 
‘family’s income, but also on the astuteness with which 
‘it is spent. Sometimes ease of payment on the in- 
stallment plan leads to extravagant and less essential 

purchases. 

On the other hand, there is nothing intrinsically 
‘and necessarily unsound upon the partial payment 
‘plan when used to finance the purchase of permanent 
‘or semi-permanent things. 

Without credit, home buying on a large scale 
“would be impossible. 

Without credit, the sale of automobiles on the pres- 
‘ent scale would be utterly beyond accomplishment. 
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Henry Ford remarked, in this connection, that where 
the people desire a thing intensely enough they can 
find a way to pay for it. | 

Buying securities on the partial payment plan is 
in a somewhat different category. . It is universally 





desirable where the financial house is thoroughly de- 


pendent and the securities bought of a high invest- 


ment character. The habit started with borrowing 
to buy Liberty bonds. Later bucketshops capital- 
ized these new tendencies, and mulcted many in-. 


dividuals. 


Where good securities are purchased from reput- 





able houses, the buyer, in case of inability to meet 
future payments, can protect his equity through or- 
dering the readily marketable securities sold. 
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CHAPTER XXVIII 


| AVOIDING BANKRUPTCY IN THE PANTRY 


| 


| Budgeting: The Problem of Intelligent and Sys- 
‘tematic Spending. 


The great street car systems of the country get their 
power from central stations, direct from generators, but 
they are also storing in batteries a sufficient quantity of 
current so that when the producing machinery is incapaci- 
tated for a season there will be something to draw on so 
that the wire may at all times be kept alive and the cars 
ee: Get a battery for yourself, in the shape of a bank 
‘account, and see that day by day something is stored up 
for the time when either your producing mechanism may 
be incapacitated or be worn beyond repair.—HeEnry For. 








SYSTEMATIC spending by means of a budget means 
buying in accordance with a well conceived policy 
rather than yielding ineffectually to the miscella- 
neous appeals of a thousand and one business men 
who have something to sell. 

Just as the story of success or failure of a busi- 
hess corporation lies with management, so the well 
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being of a family depends not only on the income of 
the bread winner but also largely on the managerial 
skill of the mother who runs the household. 

Every executive deducts something from the sum 
total of purchasing power of the family and the as. 
tute individual will not relinquish power except in 
return for valuable and satisfying things. Food, 
shelter and clothing come first and all other con- 
siderations must yield to them. Operating ex- 
penses, development, and culture, and saving, and 
reserves also deserve consideration in every man’s 
budget. 

A dependable index of an individual’s well being 
is not his gross income alone but really his net in- 
come, namely that which is saved at the end of ie 
year after paying living expenses. 

Expenditures for rent, food and clothing are more 
or less fixed and make insistent claims on the indi- 
vidual’s income. Other forms of expenditure, in- 
volving small but frequent outlays for sundry && 
travagances and satisfaction of temporary whims 
have a tendency gradually to expand and encroach on 
funds reserved for saving. 

Therefore, unless the individual has a will of iron 
or some automatic scheme of investment such as @ 
contract for the purchase of shares in a building | 
loan association, the purchasing of high grade Se 
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| 
) Avoiding Bankruptcy in the Pantry 

| 

‘curities on the partial payment plan, or endowment 
‘insurance, he is likely to find at the end of the month 
‘that sundry unexpected spendings exhausted his al- 
‘lotment for thrift purposes. 

Differing tastes and living standards make it im- 
practicable to formulate universally acceptable bud- 
gets. One family will prefer to economize on rent 
In order to have additional reserves for the educa- 
tion of their children. Another will cut down on 
‘clothing in order to enjoy the luxury of the opera. 
‘Still another most unwisely will cut down on food 
‘expenditures in order to bedeck themselves with gay 
and attractive clothing. 

Moreover, the factor of rent varies from commun- 
ity to community. It must necessarily constitute a 
larger proportion of total expenditures in the large 
cities where tens of thousands are competing with one 
another for a given foot of space. 

_ Ready made budgets therefore are likely to be of 
little value to a f amily except as suggestions by means 
of which they are helped to construct their own bud- 
get which best expresses their aspirations, geared to 
their own financial resources. 

Aristotle’s golden mean should be followed in bud- 
gets as in everything else. Excessive thrift is as bad 
as improvidence, for it means saving everything for 
a to-morrow which will never come. The savings 
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bank section of the American Bankers Association, 
in presenting the three subjoined typical budgets, re- 
veals this hazard in a picturesque manner. 


Parsimonious Man Thrifty Man Extravagant Man 











Saves ho oe Oe ae 60% 20% 0% 
Living expenses .... 37% 507% 58% 
Education’ ss isweae ss 1% 10% ° 1% 
Recreation ......... 1% 10% 407% 
Charity \: diss ¥eee . 6 1% 10% 1% 

100% 100% 100% 


| 

The chart headed “Table of Typical Budgets for | 
the American Family” which has been especially pre- 
pared for this chapter will help families of varying 
incomes decide how much should be allotted for vari- 
ous essential purposes. It is based on the avec 
experience of American families. 


aes 
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INCOME 


Annual 





2,000 
2,500 
3,000 
3,500 
4,000 
4,500 
5,000 
6,000 
7,000 
8,000 
9,000 
10,000 
12,500 
15,000 
20,000 
30,000 





Note.—This budget table is intended 


Monthly 





$125. 
166.66 
208.33 
250. 
291.67 
333.33 
375. 
416.67 
500. 
583.33 
666.66 
750. 
833.33 
1,041.67 
1.250. 
1,666.67 
2,500. 


TaBLE OF TypicaL Bupcets For THE AMERICAN FAMILY 


NECESSARY EXPENSES 


Food 


$34. 
42. 
50. 
60. 
65. 
70, 
72. 
75. 
85. 
95. 
105. 
110. 
115. 
125. 
130. 
150. 
200. 


Shel- Cloth- 


ter 


45. 
50. 
60. 
65, 
70. 
75. 
90. 
100. 
110. 
120. 
130. 
140. 
145. 
160. 
250. 


100. 
110. 
125, 


Oper- 
ating 
expense income 


30. 
35. 
40. 
45. 
50. 
65. 
75. 
75. 
80. 
100, 
110, 
125, 
130. 
150. 


CULTURAL EXPENSE 


% of 


75.1 
74, 
72. 
69. 
67.2 
66. 
64. 
59.2 
57. 
56. 
54. 
47, 
41.2 
35.1 


Education 


and 


recreation 


22.33 
30. 
36.67 
48.33 
54, 
61. 
75. 
100. 
115. 
132. 
145. 
176.67 
215. 
275. 





% of Miscella- 
income 


neous Insurance Saving income 


for a family of two adults and two children. 





10. 
12. 


16. 


32. 












SURPLUS 

% of 

$3. 10.3 
6.66 12.3 
10. 14.2 

13. 14, 
19. 15.4 
25. 16.5 
36. 18.4 
42.67 19.4 

61. 21. 
89.33 | 23.72 
113.66 PATA! 
1338. 26.4 
167.33 28.6 

295. 36. 
433. 41.6 
706.67 48.4 

1,165.00 52. 








CHAPTER XXIX 


PICKING YOUR EMPLOYER AND YOUR 
JOB 











[he Problem of Earning; Science of Vocational 
Guidance. 


It is apparent that the old-time concept of personnel 
work as “putting square pegs into square holes” is en- 
tirely inadequate. There is no recognition here of the fact 
that men and jobs are changing in themselves, and plastic, 
yielding here and giving there to outside pressure.— 
Watter D. Scorr anp Rosert C. CLoTuier. j 

Since not every kind of work can be done equally well 
by any individual, misfits in vocation are constantly oc- 
curring. Unless great care is exercised, the employees in 
large commercial and industrial concerns may easily be-— 
come a shifting population, abandoning their work for loss” 


of interest in it or being dismissed for unsatisfactory — 
service. j 


“‘Impressionistic interviews, photographic analysis, letters 
of recommendation, letters of application and application — 
forms, phrenological and physiognomic descriptions, and — 
numerous other diagnostic aids have in turn been tried and 
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found to be either utterly absurd or manifestly inadequate 
to determine either general or specific fitness.”—H. L. 
HOLLINGworTH AND A. T. POFFENBERGER. 


Regarding letters of recommendation: 

Experienced officials pay but scanty attention to testi- 
monials and letters of recommendation. Americans are apt 
_to be too charitable and good-natured when writing letters 
of recommendation.—Cuar_es W. Exior. 


In this land of promise—some of which is ful- 
_filled—we have strayed far from the oriental caste 
system. Instead of following the beaten path of his 
father, the modern son, bent on self expression, is 
more than likely to be tempted to some vocation new 
to his family. Fathers, thinking of the hardships of 
their daily grind, assume that the obstacles are pecul- 
iar to their profession instead of common to all ef- 
forts to earn a livelihood, and frequently advise 
their offspring to try something different. 

The milkman complains of the hardship of rising 
at three A. M. 

The veteran actor deplores night work. 

The old time reporter sighs that a lifetime of ef- 
fort has brought him nowhere. 

The banker confesses, that if he is strict with 
would-be borrowers, they call him a tight-wad, and, 
if he is lax, his stockholders and depositors call 
him unsound. 
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The farmer regrets his isolation. 


When the son followed the footsteps of his father 
the accident of his birth determined the course of a 
career. Now that the son has freed himself from 
the restrictions of family tradition, other accidental. 


factors help to shape the course of his life work. 


The mere chance of a want-ad appearing on the 
day when a boy first thinks of seeking a job, the ran- 
dom offer of an acquaintance, the circumstance of 
filling in temporarily for a person who is ill or a. 


temporary job taken during vacation, frequently tie 
an individual to a line of business for the rest of his 


life. 
The selection of professions is frequently equally 


unscientific. At the age of six a boy will decide that 
he wants to be a lawyer because his favorite uncle is, 
or a physician or architect or engineer or teacher or | 


minister, as the case may be. 








With the enormously quickened development of. 


psychology in the last few decades we are just begin- | 
ning to apply scientific methods of adjusting the in- | 
dividual to work for which he is best fitted. The 
science of keeping square pegs out of round holes is 
in a developmental stage, but it has not yet actively 
influenced the choice of the great majority of people. 

Intelligent employers are recognizing the value of 
vocational guidance and are themselves seeking to” 
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‘help place men and women at work where they can 
best utilize their capacities. 

Furthermore, development in the direction of tests 
‘to determine fitness for special types of work has been 
“made necessary by increased specialization of indus- 
: try. The war gave great stimulus to these psycho- 
logical examinations which were generally used to 
: determine the qualifications of recruits. The tech- 
“nique of these examinations has not yet, however, 

passed the experimental stage, and action based on 
them should be tempered with common sense. They 
are at present only suggestive. 
_ “In recent years, the interest in the development 
‘of mental tests and scales primarily for the determi- 


nation of general intelligence or for particular school 


: 


abilities,’ H. L. Hollingworth and A. T. Poffen- 
berger point out in their “Applied Psychology,” “has 
led to the hope that in addition to such value as these 
‘intelligence and product scales obviously have in vo- 
leational selection, specific tests might be devised | 
which would measure such particular aptitudes as 
might be demanded by a given type of work. If 
tests could be provided which would enable the em- 
ployer to select, from a list of applicants, those most 
likely to be successful at the work in question, this 
would greatly decrease the loss which all the other 


aids to selection seem unable to reduce. Even sets 
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of tests which would be inadequate for the vocational 
diagnosis and guidance of the individual might still 
be of inestimable use to the employer.” | 

The shifting of workers from job to job places a 
heavy charge on industry. Labor turnover is ex- 
pensive and indicates inefficient management. The 


Russell Sage Foundation, in studying this subject, 
found that a mining company that employed 1,000 
men had to hire 5,000 annually, and that a machine. 
shop with 10,000 workers engaged 21,000 workers. 


annually. It is estimated that where the turnover 


takes place every six months the cost of turnover and . 


training of workers is 20 per cent of the total 
payroll. } 

To reduce turnover some concerns have adopted 
the system of transferring employees who prove inef- 


fectual in one job to another type of work. In the. 


case of the Ford Motor Company, a foreman may 





discharge a worker only from his own department. | 
Then the central employment office places him in 
another department where he gets another chance to’ : 
prove his worth. A similar system is used in the | 


progressive Boston department store of William 
Filene’s Sons. 4 


¥ 


The schools of the country should give more atten- _ 


tion to vocational guidance. To graduating classes _ 


lectures on the opportunities and problems of various 
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trades and professions should be given. Moreover, 
ait would be helpful if each school, especially in the 
larger cities, could have on the faculty one instructor 
trained in vocational psychology, who could be quali- 
fied to advise each student as to his own apparent 
fitness for various types of work. 
Of course, no inelastic formula could be evolved to 
take all the risk and adventure out of career building 
and, if it could, it would make the whole task of set- 
ting out upon one’s life work less appealing. How- 
ever, the advice of intelligent trained teachers could 
obviate many of the greater maladjustments which 
make for individual unhappiness and_ industrial 
inefficiency. 
_ It is tragic to make a fourth rate baritone out of a 
rst class plumber, or a inept writer out of a po- 
tentially good bricklayer, or, on the other hand, to 
make a ribbon salesman out of a potentially brilliant 
engineer or surgeon. 
In choosing a vocation, the first consideration 
should be the fitness and personal tastes of the indi- 
vidual concerned. ‘There may. be no precise correla- 
tion between love of a particular kind of work and 
one’s fitness for it, but other things being equal, the 
man who can sing while he toils is more likely to 
succeed or at least be happy. 

Work, either humble or otherwise, should give 
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the individual opportunity for self-expression. I 
should, if possible, interest him and call forth his 
best energies. 

Boys and girls, leaving schools, should not trip 
lightly and thoughtlessly into the first job that be 
comes available. They should look upon their first 
place, no matter how unimportant it seems, as the 
starting point of their career and should analyze 
thoughtfully their own qualifications for the work 
contemplated and the logical paths of advancement 
open if merit is demonstrated. 

The contents of the first week’s pay envelope are 
infinitely less important than the paths which lead 
onward from the first job. If the place leads to a 
blind alley, it is unattractive for a beginner no; 
matter what the emolument happens to be. 

The employer asks for references and scrutinizes 
each applicant with great care. Young Ameri 
cans starting out upon their business careers should. 
delicately and diplomatically, but none the less 
thoroughly, investigate their prospective employer, 
learning of his attitude toward labor and policy of 
promotions and willingness to help ambitious young- 
sters to advance. It is well also to know whether 
he pays at least the market rate for services ren- 
dered, whether he picks executives from the ranks 
and whether he offers opportunities for study ang 
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‘self advancement while one is working. The policy 
of an employer toward profit sharing and participa- 
tion of workers in the actual government of the busi- 
mess are further factors to consider. 

The most serious problem of the Young American 
is to start right in his business or professional career. 
‘He should take his first job after due deliberation 
rather than drift blindly into the first opening he 
perceives. He should not hesitate to ask freely for 
advice from his teachers and from his friends, nor 
to write to successful men in the field which he con- 
templates entering. Many of them would be glad to 
Set a youngster right. 

_ Then too, a youngster should be experimental in 
his attitude toward his job. If he finds that his first 
judgment was wrong, he should be quick to revise it 
and try something else. Many a failure in one type 
of work has found it possible to do conspicuously 
able things in another, but the individual who drifts 
with the economic tides, irrespective of his own will, 
is unfair to himself. He will carry all the burdens 
of industry with few of the rewards that come to the 
individual who tries to be the master of his own fate. 
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CHAPTER XXX 


HOW TO TURN OLD AGE FROM A 
DEFEAT INTO A TRIUMPH 


Financing Retirement; Stepping aside for Younge 
Men; Permanent Dollar a Year Men. 


I am more of a farmer than I am a steel manufacturer 
still I keep my hand on the pulse of the old machine a 
she goes bounding along, and when the boys get in a littl 
trouble sometimes, where they need a little diplomacy 
then I step in and help them out, but generally I look or 
it from a broad point of view. Now, my days of busines 
and industrial activity must necessarily be nearly ended 
because it is the day of young men. Young men mus! 
progress, young men must go ahead, young men must be 
happy to be employed.—Cuar.es M. Scuwas. 


If we follow Bernard Shaw’s suggestion and ge 
“back to Methuselah,” the problem of growing old 
gracefully will be radically altered. 

Prosperous individuals as a group have not heal 
entirely successful in the manner in which they attain 
old age. ‘ 
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From Defeat to Triumph in Old Age 


Some men make the mistake of stepping suddenly 
‘out of an office of endless routine and effort into a 
playground devoid of all obligations. The transi- 
tion is too swift and frequently causes mental and 
(physical harm. On the other hand, there are those 
who never are ready to get through with the ordinary 
responsibilities of business. They refuse to get out 
of a harness that they have outgrown. They are un- 
ready to retire until death calls them. 
|| The newer tendency, however, among successful 
business men of the first rank is gradually to divest 
ithemselves of responsibilities and obligations as they 
reach the evening of their careers. 
| Charles M. Schwab believes every individual 
reaches a stage in his business career when it is wise 
to step aside and give younger men a chance. 

_ Other business men of a certain temperament are 
ready to quit their money making activities before it 
is physically necessary to retire. Moved by a de- 
sire to render public service, men of this viewpoint 
give up their active business careers after they have 
amassed fortunes and mere money making ceases to 
iold them as a consuming passion. 

| During the war, leading business executives closed 
heir desks and went to Washington to serve the gov- 
xnment at the nominal salary of one dollar a year. 
Che idea was not dropped with the armistice. There 
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remains a corps of what virtually amounts to pei 
manent dollar a year men—men of the stamp o 
Frank A. Vanderlip, Bernard M. Baruch, Eugen 
Meyer, Jr. and Edward Bok. 

In the “Americanization of Edward Bok,’ Mr 
Bok, discussing this human problem, says: 


. . . “It cannot be denied that the pathetic picture we s 
often see is found in American business life more fre 
quently than in that of any other land: men unable to le 
go—not only for their own good, but to give the younge 
men behind them an opportunity. Not that a man shouk 
stop work, for man was born to work, and in work h 
should find his greatest refreshment. But so often it doe 
not occur to a man in a pivotal position to question thi 
possibility that at sixty or seventy he can keep steadily iz 
touch with a generation whose ideas are controlled by mer 
twenty years younger. Unconsciously he hangs on beyonce 
his greatest usefulness and efficiency; he convinces himsel! 
that he is indispensable to his business, while in scores o} 
cases, the business would be distinctly benefited by his re 
tirement and the consequent coming to the front of the 
younger blood... . 

“The sad fact is that in all too many instances the aver 
age American business man is actually afraid to let ge 
because he realizes that out of business he should not know 
what to do. For years he has so excluded all other inter. 
ests that at fifty or sixty or seventy he finds himself a slave 
to his business, with positively no inner resources. Re 
tirement from the one thing he does know would naturally 
leave such a man useless to himself and his family and his 
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community: worse than useless, as a matter of fact, for he 
‘would be a burden to himself, a nuisance to his family, 
and, when he would begin to write ‘letters’ to the news- 
papers, a bore to the community. 
_ “It is significant that a European or English business 
man rarely reaches middle age devoid of acquaintance with 
other matters; he always lets the breezes from other worlds 
of thought blow through his ideas, with the result that when 
he is ready to retire from business he has other interests to 
fall back upon. Fortunately it is becoming less uncommon 
for American men to retire from business and devote them- 
selves to other pursuits; and their number will undoubt- 
edly increase as time goes on and we learn the lessoms 
of life with a richer background. But one cannot help 
feeling regretful that the custom is not growing more 
rapidly. 

“A man must unquestionably prepare years ahead for his 
retirement, not alone financially but mentally as well. 

“It is this lesson that the American business man has 
still to learn: that no man can be wholly efficient in his 
life, that he is not living a four squared existence, if he 
concentrates every waking thought on his material affairs. 
He has still to learn that man cannot live by bread alone. 
The making of money, the accumulation of material power, 
is not all there is to living. Life is something more than 
these, and the man who misses this truth misses the greatest 
joy and satisfaction that can come into his life—service to 
others.” 





_ Furthermore, there is a new tendency toward semi- 
retirement among the elder statesmen of business and 
finance. In the last ten years there has been more 
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and more of a disposition of heads of corporations 
and banks to step out of the presidency and accept the 
office of chairman of the board of directors, bringing 
a younger man in as president. The actual relin 
quishment of power and control varies in each case 
and depends not only on the by-laws of the particular 
corporation, but very largely on the personality of 
the men involved. Ordinarily, as chairman of the 
board of directors, the older man is available to help 
formulate the broad policies of an enterprise, but 
is relieved of the day to day tedium of administering 
a huge business organization. 

To men of conspicuous success, growing old is 
largely a matter of making one of various choices, 
but to the average man of relatively small earning 
power and perhaps no competence, growing old en- 
tails serious financial problems. | 

Since old age is inevitable for all who avoid pre- 
mature death, financing retirement should be one of 
the goals of every thrifty individual. While in one’s 
twenties or thirties, one should lay out a plan for 
building up a retirement fund. It involves setting 
up a sinking fund by which earning power is amor- 
tized. Out of each year’s current earnings a ‘S 











sum should be put aside for old age requirements. 
Man’s physical machine wears out and a thrift fund 
makes allowance for this constant depreciation, 
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Enough should be put away so that at a given age the 
“income from investments will take care of one’s 
minimum needs. Endowment life insurance, matur- 
“Ing around the age of sixty or sixty-five, is another 
helpful way of building up an old age fund. One’s 
“needs after retirement are smaller than during active 
life, for no allowance need be made for saving, in- 
surance or advancement. 
_ The system of pensions involves the recognition of 
‘the universal phenomenon of decaying earning power 
in the latter years of an individual’s life. The man 
or woman who is not eligible for a pension and who 
prefers at any rate to be an active agent in shaping 
the course of his own life can over a long period of 
vyears easily build up an adequate thrift fund for 
old age at relatively little sacrifice. 
_ Old age should be a period of great wisdom and 
reflection. It should be unmarred by worries con- 
cerning money matters and by responsibility for 
the details of business management. It should be 
an occasion for returning to society and to the 
younger generations the benefits of accumulated ex- 
perience. 

_ To be triumphant, old age should be a period of 
open-mindedness, and accessibility to new ideas, with 
a consuming desire for unselfish service. 
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CHAPTER XXXI 
ON THE ALLEGED ROOT OF ALL EVIL 


Money: Its Uses and Functions. 


It is therefore indispensable that all things which can 
be exchanged should be capable of comparison, and for 
this purpose money has come in, and comes to be a kind 
of medium, for it measures all things and so likewise the 
excess and defect; for instance, to a house or a given 
quantity of food.—ARISTOTLE. 


EXTREMISTS give expression to the outer ranges of 
all thought. 

There are those on the one hand, who regard 
money as an instrument of the devil. On the other, 
equally misguided folk look upon money as God’s 
most favored vehicle of beneficence. 

Generalization is a means of intellectual economy 
and no generalization, including this one, as an astute 
Frenchman observed, is likely always to be true. 
Money of itself is neither good nor bad. Itisa tool. 
Its ethical value depends upon its use. As an idol, | 
money is a shrine which is certain to bring ceil 
sionment to those who worship before it. And yet 
sackcloth and ashes are generally unacceptable to the 
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modern generation which perpetually strives to raise 
its standard of living. 

Money is analogous to a man’s right arm—nothing 
to wax poetical or sentimental about but a mighty 
difficult thing to get along without. The normal indi- 
vidual, appreciating the use of his arm, is not 
‘perpetually conscious of its desirability. He takes it 
for granted and thinks of higher achievements, the 
‘accomplishment of which can be facilitated by its use. 

Some men, having lost their arm, nevertheless live 
—sometimes magnificently, but their activities are 
hampered by the missing member. Likewise some 
noble souls, absolutely impecunious, radiate happi- 
ness and live beautiful, full lives. By and large, 
however, those without money and right arms are, 
to say the least, handicapped. 

But right arms do not take the place of spiritual 
values such as the love of a good woman, the devotion 
of a son, the thrill of a lyric poem, the ecstasy of a 
symphony, or the companionship of a well-seasoned 
pipe. And, though a hammer is useful to a car- 
penter, it does not become the end-all and the be-all 
of his life. 

_ Academicians tell us that money is a medium of 
exchange, a standard of value, a store of value, and 
a standard for deferred payments. 

_ It would be burdensome to exchange pianos di- 
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rectly for bananas. But the piano merchant using 
dollars and cents as a “medium of exchange” can 
readily purchase bananas. If primitive barter still 
prevailed the piano would be priced at 100,000 bana: 
nas, for example, but in modern life there is such a 
multiplicity of commodities that it would be endlessly 
confusing to express the price in terms of every other 
commodity. So instead of placing a tag reading 
“100,000 bananas” on the piano, the merchant eX+ 
presses the market worth in terms of money—the 
standard of value. : 

Money also serves as a measure of the debt of one 
individual to another. When the produce man sells 
his customers bananas and other supplies to be paid 
for at the end of the month, he expects to receive a | 
stipulated number of dollars and cents regardless of 
what the price of the food stuffs happens to be on. 
the day of payment. As a measure of deferred pay: | 
ments money thus facilitates transactions on a credit : 
basis. 5 

Under ordinary circumstances the safest way to 
keep fluid wealth is in the form of cash, although 
this is frequently unprofitable and inconvenient. By | 
holding wealth in the form of gold and bank notes 
which in themselves may be useless, the individual 
retains purchasing power which will be recognized 
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by his fellow citizens at any future time. Money 
acts as a store of value. 

| But as a human tool, money has more than these 
academic uses. It is more than a token and a yard- 
‘stick. It is an active motivating force. It is a 
cause of definite results—one of the four causes, the 
‘efficient cause—about which Aristotle spoke. For 
“instance, let us assume that a high minded million- 
‘aire bequeaths $5,000,000 for a school of business. 
‘Presto, a huge building comes into being, a faculty 
of learned men is assembled; catalogues giving pub- 
licity to the curriculum are formulated; students are 
attracted; a new vehicle for learning begins percolat- 
ing its influence throughout the nation. The mil- 
lionaire’s mere thought of the new project, unsup- 
‘ported by his funds, might have been without effect. 
In a sense, the $5,000,000 was a cause of a significant 
development in education. 

Money causes queer alignments. It directs the 
attention of gorgeous young women of the chorus to 
withered men of ancient vintage. It sometimes de- 
termines—usually with disastrous results—the course 
of sacred marriage. It lures pure scientists from 
priceless research to insignificant commercial pur- 
suits. It sometimes turns zealous reporters into prej- 
udiced propagandists. At its worst, it occasionally 
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causes men in public office to betray the democracy 
which has honored them. 

Money is a tool, not a passive instrument, but 
a radio-active one. Like other human instruments, 
it is capable of infinite abuse. The social utility of 
money depends upon the use to which it is put. And 
that hinges entirely upon the character of the in- 
dividual who handles money. 

All of the foregoing, baldly stated, seems the 
quintessence of the obvious. But whole nations have 
been ensnared into dangerous adventures through 
confused thinking about the inner nature of money. 
Because in certain countries the masses have not 


achieved full liberation and happiness under a money 


economy, the multitudes have sometimes vented their 
passions on this alleged root of all evil. Failing to 
create adequate substitutes, they have in a subsequent 
rule of chaos discovered that their action was similar 
to smashing a thermometer to end an unbearable 
spell of warm weather. 7 

History relates many attempts to end popular un- 
happiness by destroying the very thing which the 
masses strive to obtain as a chief objective in lifes 
money, free buying power. In ancient Rome, in the 
eighteenth century, in France at the time of the Revol 
lution, and in America just before the adoption of 
the Constitution, unsuccessful efforts were made to 
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_ escape from the niggardliness of nature through un- 
_restricted production of money tokens. Usually, 
after outbursts against money standards, periods of 
- economic chaos follow, and then come times of slow 
_ restoration of the rule of sound money. 

Perhaps money, supported by universally accepted 
gold metal, is a mere fetish unbacked by pure rea- 
son. But even if this is true, no other symbol has as 
yet been devised which serves society so effectively. 
‘Money is a crude, unstable tool, challenging improve- 
ment and betterment. But the human race in its 
muddling struggle toward progress, has frequently 
been retarded because heterodox leaders confused the 

weakening of money standards with general advances 
in the lot of the common man. 

| In the United States, which at this writing is the 
‘one important country in the world which adheres to 
‘the orthodox concept of a gold currency, substitutes 
play a more direct role in business than money it- 
‘self. The bank check, which is an order that an 
individual with funds on deposit at a bank gives to 
the financial institution to pay a certain sum to an- 
other person, obviates the use of metal or paper cur- 
rency and may be written to cover the precise amount 
of a given obligation, such as $1,007.18. 

Currency is an ordinary paper substitute for 
: 








money issued by a bank on a government’s authority, 
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or by the government itself. 


In the United States 


at present (as of May 1, 1924) the following types 
of money and currency are in use. 


TABLE OF THE KINDS OF MONEY IN THE UNITED STATES? 
AMOUNT OUTSTANDING 


Type or MONEY 
Gold coin and bullion 
$4.,417,401,937 


Silver dollars 
501,919,769 


Subsidiary silver 
277,510,375 
ToraL METALLIC: 
$10,196,832,081 
United States Notes 


($1,428,026) 
Federal Reserve Bank 
Notes 

11,581,170 


Federal Reserve Notes 
2,444,073,880 


1From the U. S. Treasury Report of May, 1924. 


(duplications in parentheses) 


REMARKS 


Coinage of gold dollars discontinued 
in 1890. A dollar equals 25.8 grains; 
90% fine. The real basis of the 
country’s money. (Only $404,000,000 


in actual circulation.) 


In ratio of 16:1 to silver dollars, 
Metallic content much less than face 
value. 


Metallic content less than face value. — 


U. S. Government promises to pay face 
value on demand. Not secured nomi- 
nally, but gold has been set aside to 
redeem them. 4 


‘ 
; 
Issued by Federal Reserve Bank. 


i 


Secured by 100% in U. S. government 
bonds. ; 


~ 





Issued by federal reserve agent. Se- 
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cured by 40% in gold, 60% in com- 
mercial paper. Chief circulating 
medium of U. S. monetary system. 
Technically obligations of the govern- 
ment. 


National Bank Notes 


777,406,992 Issued by national banks. Secured 
by equivalent face value of U. S. 
government bonds, Only bank notes 
before 1913. 


 Torau Notes: 








$3,224,490,068 

Gold certificates 
($1,140,199,279 Issued to represent one gold dollar in 
for which gold the treasury vaults, like warehouse 


is included receipts. 
above.) 
Silver certificates Issued to represent one silver dollar in 


406,898,667 the treasury vaults. 


ToTaL REPRESENTATIVE Paper Money: $1,547,097,896 AccRE- 


GATE: (Eliminating reserves as duplications) $8,776,575,139 of 
which $4,760,113,559 is in circulation, or $42.33 per capita. 

In addition, about $100,000,000 bronze one-cent pieces and nickel 
five-cent pieces. 


Notions about money have changed little since the 
time of Aristotle. The Greek philosopher properly 
regarded money as altogether different from wealth 


which he looked upon as the sum of useful things of 


which money was only a symbol. Aristotle thought 

of money almost exclusively as a medium of ex- 

change. This stream of thought continued through 

the middle ages, and was articulated by scholastic 

thinkers such as Thomas Aquinas (in Summa Theo- 
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logica) and later by Adam Smith and the early clas- 
sical economists of the last century. Their views are 
sometimes known as the supply and demand theory, 
which held that money gave concrete form to eco- 
nomic demand. 

A second theory espoused by John Stuart Mill, 
and held by several leading economists in the United 
States, looks upon gold as a commodity and holds 
that its value is determined by economic laws just 
as that of all other goods is. This explanation is 
known as the marginal utility theory. 

Since the time of David Ricardo, the cost of pro- 
duction theory of money has also held an honored 
place at the round tables of economists. It contends | 
that a unit of money is worth the cost of labor and | 
materials of producing $1.00 or unit of gold. It is | 
favored by the Austrian school of economic writers | 
and by J. Lawrence Laughlin in this country at the | 
present time. | 

Vogues in ideas change even as cycles in modes _ 
and manners. A fourth theory, the quantity theory | 

| 









of money, is now the most popular among economists. | 
It holds that the purchasing power of money is de- | 
termined by the amount outstanding in relation to all _ 
goods available for sale. In other words, the more 
money there is the less it is worth. The opposition © 
party among the economists asserts that the quantity — 
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theory is meaningless. B. M. Anderson, Jr., an 
American economist who is one of the leaders in this 
camp, asserts that money has many more than the 
four conventional uses specified, and that each con- 


_ tributes to its “absolute social value.” One of the 
| most important of these is the desire to gain money 


because of its social prestige, which raises its value. 
The seemingly endless production of paper money 
in Europe after the Great War, resulting in a riot 


of inflation and a ruthless disturbance of money 
_standards, requires special mention. The value of 
_ paper money having no security behind it is deter- 








mined chiefly by expectations of ultimate redemption 
“in gold at a certain rate and is hence considered an 
exception to the quantity theory. Money in such 
circumstances is a defaulted promise to pay gold. 


To the layman, academic theories about money 


have little significance. He takes money for granted, 
‘regarding it as natural as the atmosphere that sur- 
‘rounds him. The ordinary individual is likely to 
err, however, when he forgets that money is simply 
a convenient tool, not an ultimate goal. 
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CHAPTER XXXII 


BOOKS AS STEPPING STONES TO 
BUSINESS SUCCESS 


A Bibliography of Informative Volumes. 


To no better purpose can you elevate your spare hours 
than to study economic questions.—ANDREW CARNEGIE. 


Books are compensation for our limited allotment 
of time in which to live and achieve. a 
They are instruments of economy, making it pos-_ 
sible for the ordinary individual with restricted ‘| 
opportunities to experiment, to draw on the best of | 
all human experience through the ages. | 
In recent decades business has become infinitely — 
more complex. A revolution of industrial and com-— 
mercial methods has gradually increased the demand | 
for scientifically trained men in the factories, in thell 
sales offices and in the counting rooms. Scores of \ 
universities have in recent years formulated schools & 
of higher education for business executives. “= 
Although the rush of students to the universities i" 
is unprecedented and overtaxes available facilities, — 
the proportion of those who enter the college class- ¢ 
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room is extraordinarily small in comparison with 
those who learn the business of life under their own 
| guidance through trial and error in the office, in the 
factory, or on the farm. 

Yet, desirable as well divided university training 
is, the colleges have no exclusive ownership of knowl- 
_edge. The individual with initiative can perpetually 
| Increase his command over the facts of life while 
| earning a living, in spite of the new complexities. 
Business has ceased to be looked upon as a lowly 
| pursuit for the vulgar. Having attained a new dig- 
| nity, it is no longer apologetic. In recent years the 
| workaday world has tended to become scientific. 
The great money reservoirs—the banks—and the 
huge instruments of production and distribution,— 
_the modern corporations—have taken on staffs of 
economists who relate the specific activities of the 
/ money making institutions to the main streams of hu- 
man enterprise and thinking. 

_ In the last two decades a vast and unprecedented 
-array of literature about contemporary barter has 
sprung into being. Tomes, profound and superf- 
cial, on every aspect of the American nation’s 
pastime of money-getting have been written. Practi- 
tioners and philosophers have rushed into print to 
express in systematic form the hows and the where- 
fores of present day finance and trade. Instead of 
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the elementary exchanges of the middle ages, busi- 
ness in this age of intense specialization, has become 
an immensely complex mechanism, highly differen- 
tiated, and in its larger significance somewhat ob- 
scure and enigmatic to the masses who man its. 
machinery. 

Perhaps more books on business in all its phases. 
have already been written than anyone can read. 
Some of the recent creations in the field of economic 
literature are excellent in style and in content. Many 
others are written in a technical language, which 
would elude the grasp of the ordinary man and 
woman. Others are replete with inner problems of 
trade of no importance to the outsider. Some are 
trivial and of transient interest. The layman, seek- 
ing to find his way through the ever increasing mass 
production of books on every subject from floor- 
walking to the art and science of managing a peanut 
stand, needs an experienced guide to lead him from 
the less important to the more significant works. : 

Much wisdom and experience are embodied in the : 








j 


literature of the subject. Yet business is a living : 

thing, perpetually changing and offering the highest | 

rewards to those of creative minds who are resilient | 

and resourceful. Books can reinforce native in- | 

telligence by buttressing it with the facts, but cannot | 

supply the spark of intelligence itself. | 
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GLOSSARY 


of financial terms in every-day use not fully defined else- 

where in this volume. 

ACCRUED INTEREST—YTo prices paid for bonds, the 
amount of interest which has accumulated since the last 
semi-annual interest date, which is the accrued interest, 
must be added. 

ANNUITY— A fixed income or allowance received in one 
or more payments each year. 

ARBITRAGE—Simultaneous buying of a security or com- 
modity in one market and selling in another market to 
take advantage of a difference in price. 

ASKED PRICE—The price at which a security or com- 
modity is offered for sale. 

ASSET S—Property of all sorts belonging to an individual 
or corporation. 

ASSESSMENT—A call upon stockholders to pay into the 
treasury of the company a certain sum per share. 

BABY BOND—A bond certificate of $500, $100 or less at 
face value. 

BANKRUPTCY—tThe inability of a corporation to pay a 
fixed legal debt, payment of which is formally demanded 
by the creditor. 

BEAR—A speculator who believes prices will decline. 

BID—The price which a buyer is willing to pay for a 
security or commodity. 

BOND—An interest bearing obligation to pay money. 
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BOOKS CLOSE—Relates to the stock transfer record books 
of a company. On the day fixed for the closing of the 
books, only those entered as stockholders on that day 
are considered such, regardless of changes taking place 
thereafter through purchase or sale of the stock, and are 
entitled to dividends or voting power, for which the books 
close. 

BOOKS OPEN—The opening of the stock transfer books, 
usually same days after the closing, permits transfer of 
shares on the books of the company. 

BULL—A speculator who believes prices will rise. 

CAL option to buy stock at or before a fixed future 
date and at a fixed price. 

CALL MONEY—Loans secured by readily marketable 
securities and payable on demand of the lender on 24 
hours notice. 

CALLED BOND—Bonds called for redemption at a fixed 
date, after which interest ceases. 

CAPITALIZATION—Securities representing the value of 
a business. 

CHEAP MONEY—Relates to the plentifulness of money 
available for borrowing, as shown by low interest rates. 

CLOSING PRICE—The final price at which a security sells 
on a given day. 

COLLATERAL—Security pledged for the payment of an 
obligation. 

COMMISSION—A fee payable to a broker for the execu- 
tion of an order. 

CONSOL—Perpetual interest bearing obligations of the 
British government (originally “consolidated annuities’). 

CONSORTIUM—An international combination of nations 


or financiers to help finance another nation. 
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Glossary 
CONVERSION—Exchange of one issue of securities for 


another issue. 

CONVERTIBLE PRICE—tThe rate at which the conversion 
may be made. 

CORNER—A situation in the market for a stock when all 
purchasable shares are held by one interest, who can then 
advance the price at will. It is accentuated when 
speculators who have sold the stock short find they are 
unable to repurchase it. 

CURB—A security market place outside the leading ex- 
change. 

DEFLATION—An economic process of business and ffnan- 
cial contraction, marked by falling commodity and 
security prices and reduced commercial and industrial 
activity. | 

EQUIT Y—The margin of value possessed by a security in 
a property over and above prior claims, such as mort- 
gages, etc. 

EX-DIVIDEND—Without declared dividends. ‘ 

EX-RIGHTS—Without the privilege to participate in new 
stock subscriptions or any other privilege that might have 
been granted by a corporation to its stockholders. ; 

FISCAL YEAR—The twelve months counted as a year by 
a nation or corporation in its financial operations. u 

FLAT—Without interest. ' 

FORECLOSURE—A legal procedure to apply the security k 
to the payment of a defaulted secured debt. 

FROZEN ASSETS—Assets not convertible into cash over 5 
a long period. ‘ 

FUNDED DEBT—Obligations evidenced by bonds or notes 

GRAIN PIT—A place i in the Chicago Board of Trade where 


brokers in grain meet to transact business. i] 
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Glossary 
HEAVY MARKET—A term used to indicate a slackening 


of demand and easing off of prices. 

HEDGING—An operation intended as a protection against 
loss in another operation. 

HY POTHECATION—A pledge of security for a loan, giv- 
ing the broker or bank the right to sel] upon default of 
payment. 

INFLATION—An economic process of business and finan- 
cial expansion, marked by rising prices and increasing 
activity, opposite of deflation. 

INVENTORY—Stock of grade on hand. 

LETTER OF CREDIT—An advice addressed by banks to 
agents or correspondents to pay a specific person certain 
sums on demand, for which they assume responsibility. 

_LIABILITIES—Something owed. All debts or obligations 
to pay money or its equivalent. 

LIEN—A legal right to hold a specified property until a 
pecuniary claim against the owner has been satisfied. 
LIQUIDATION—Payment of a loan or claim; or con- 
version of securities into cash; or winding up of the 

affairs of an enterprise. 

LISTED SECURITIES—Having the privilege of being 
dealt in on an organized exchange. 

LOAN CROWD—The gathering of brokers on the New 
York Stock Exchange who desire to borrow or lend 
stocks. 

MARGIN—The percentage of the price of a security bought 
by a speculative holder to protect his broker against 
possible loss. 

MORTGAGE—A legal transfer of title to property which 
becomes effective only in case borrower does not pay off 
his debt as agreed. 
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Glossary 
MONEY MARKET—A general term for transactions relat- 


ing to money, such as banks and brokerage, loans, dis- 
counts, etc. 
MONEY RATES—Rates of interest currently paid for 
loans of variouy types. 
NEGOTIABLE—Title passing by delivery. 
OLD LOT—A block of fewer than 100 shares of stock; or 
less than $1,000 in bonds. 
PAR VALUE—The nominal or stated value of a security, | 
as printed on its face. | 
POOL—A combination of speculators to achieve a desired 
manipulation. | 
PUT—A contract calling upon the issuer to buy stock 
named in the agreement within a specified period at 
a fixed price, at the option of the purchaser of the 
put. § 
REALIZE—To reduce property to cash; or obtain a profitl 
from an operation by winding it up. ), 
REDISCOUNT RATE—The rate of interest charged for 


discounting a note or acceptance that has already been 
discounted once. a 
RELOADING—A device used by questionable security _ 
venders to sell additional shares of stock in the same or 
an allied company to individuals who have already fallen 
for their wares. a” 


RENTES—Perpetual French government bonds. a 
REORGANIZATION—The readjustment in the financial af- 


fairs of a bankrupt corporation which permits the re- 
moval of the receiver. 


RESERVE RATIO—In bank statements, the percentas é 


relation of reserves to liabilities. A) 
KIGHTS—A privilege given stockholders of a corporation © 
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Glossary 


to subscribe to new securities on specified terms, 
evidenced by certificates, usually negotiable. 

SCRIP—Certificates representing fractions of shares, 
usually carrying no dividend or voting rights but con- 
vertible into full shares when presented to the company 
in amounts equal to the face value of one or more shares. 

SHORT SALE—The sale of a security not possessed, but 
borrowed, in the hope of being able to purchase later 
at a lower figure. 

SPECIALTY—A stock representing a company not en- 
gaged in a standard industry, such as railroading, steel, 
oil, etc. 

STRADDLE—A combined put and call, giving the holder 
an option to either buy or sell at a fixed price within a 
given period. 

SYNDICATE—A group of capitalists or bankers acting to- 
gether for a single purpose, such as underwriting a new 
security issue. 

TAPE—The strip of white paper on which the ticker prints 
quotations. 

TIME MONEY—Money borrowed or loaned for a fixed 
period. 

UNDERWRITER—Individual, bank or syndicate guaran- 
teeing to furnish the money needed in a particular trans- 
action. 

UNLOADING—A Wall Street term for general selling of 
stock by their holders, usually by pool manipulators or 
those close to the management of corporations. 

UPSET PRICE—The minimum price at which the court 
will permit property to be sold at a receivership sale 
following foreclosure. 
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WHIPSAWED—A Wall Street colloquialism, meaning a 


speculator has sustained a double loss in first buying and 
then selling short, or vice versa. 


BOND YIELDS 
To find the precise yield, yield books, based on 


logarithms, are required. To find the approximate yield, 
divide the closing quotation on a bond into the rate of — 


annual return. If the bond is selling below par, you must 


allow also for the appreciation of the principal. To do 


this, subtract the market quotation from par, or 100, and 


divide the remainder by the number of years the bond has | 


to run before maturity. 


For example, if a 6 per cent bond is selling at 90 and | 
has ten years to run, the annual return will be 6.66 per 


cent. The difference between par and the market price will 
be 10 points, subtracting 90 from 100. Dividing ten 
points by ten years, the quotient will be 1. This figure is 
to be added to 6.66, which is the annual return, and the 


result, 7.66 per cent, will give you the approximate yield. | 

The yield of a bond selling at a premium may be found | 
by the same principles. If a 6 per cent bond sells at 110 | 
and has ten years to run, the annual return is found to be | 
9.9 per cent on the purchase price. The premium of ten | 
points, divided by the ten years the bond is to run, gives a _ 
quotient of 1. This figure is to be subtracted from 3.9, 
the annual return, and the result, 4.5 per cent, is the ap- _ 


promixate yield. 
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ACTUAL RATE OF INCOME 


On Dividend Paying Stocks at Various Prices 
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For definitions only, see glossary. 


Ability to pay, 56 
Acceptances, 121 
Accountant, place of, 51 
Adjustment bonds, 32 
Advertising 

Influence on investments, 24 

Misleading, 135 

And the Stock Exchange, 200 
Advice 

When to seek, 41 

Of newspapers, 201 

For Women, 99 

For Business men, 98 

For Workingmen, 84 

For Physicians, 106 

For Farmers, 108 

On brokers, 126 

On Employment, 296 
Assets, analysis of, 212 
Associations, investments, 112 
Assuring an income, 180 
Attention to investments 

Need of, 12, 41 
“Averaging” cost of securities, 

192 





Babson forecasts, 231 

Balance Sheet, 52, 209 

Bank investments, 115 

Bank statements, how to read, 


196 


Bankers’ acceptances, 192 
Bargains in securities, 66, 134 
Better business bureaus, 259 
Betting odds, 242 
“Bid and ask” prices, 186 
Bond 
Definition, 27 
Government, 53 
Foreign, 55, 257 
Railroad, 58 
Public Utility, 61, 205 
Industrial, 64 
Premium, 81 
When to buy, 121 
Installment buying of, 284 
Tables, 197 
Book value, 250 
Books on investments, 314 
Broker 
How to select, 123 
Bank Acting as, 124 
Tips of, 240 
Stock Exchange, 126 
Brookmire forecasts, 232 
Bucket Shops, 123, 134, 141 
Campaign against, 151 
Budgets 
National, 56 
Family, 285 
Building and Joan shares, 87 
Business, saving for a, 21 
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Index 


Business cycles, 118 
and forecasting, 231 
Business men’s investments, 78, 
94 
Business 


99 


women’s investments, 





Call loans, 192 
Charlatan, 127 

Arguments of, 245 
Clearing House statement, 225 
Clerks’ investments, 93 
Collateral loans on_ securities, 

97 

Commercial paper, 192 
Commission, rates of, 159 
Commodity trading, 162 
Common stock, 28 

Advantages, 74 

For employees, 87 

When to buy, 121 
Compound interest magic, 86 
Contracts in commodities, 163 
Corporation investments, 103 
Credit 

Of governments, 55 

Of railroads, 58 

Of public utilities, 61 

Of industrial concerns, 64 

Credit unions, 277 
Cumulative preferred _ stock, 


Customer ownership, 268 





Debenture bonds, 31 
Defaults on government bonds, 


Dentists’ investments, 104 
Depreciation of assets, 213 
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Depressions, 13, 231 
Dividends, 28, 70 





Earnings 

Publication of, 60 

And preferred stock, 76 
Education and saving, 21 
Employee stock ownership, 88 
Experimental enterprises, 78 





Family budgets, 285 : 
Farmers’ investments, 107 
Federal Reserve Bank 
ments, 197, 225 
Finance, function of, 156 
Financial page of newspapers, 
182 \| 
Financial statements | 
Function of, 52 
Publication of, 60 
Analysis, 207 
of banks, 222 @ 
of railroads, 217 
First mortgages, 30, 58 
Forecasting, 227 
Foreign Exchange, 189 
Fortunes from _ real 
26 


state- 
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estate, 


—_ 


— oe a a a 


_—__ 


Gambling, 68 

“Get rich quick,” 66 

Gold bonds, 36, 257 

Goodwill, valuation of, 220 

Government bond tests, 55 

Grain trading, 163 

“Ground floor opportunities,” 
246, 258 








Habits for saving, 85 








Index 


Harvard Economic Service, 234 
High price and safety, 204 
Homes, saving for, 22 





Income account, 52, 209 
Industrial concerns, 63, 211 
Inflation and security prices, 
204 
Inside information, 241 
Instailments, 280 
Insurance 
Against emergency, 21 
Definition, 87, 172 
For workingman, 87 
Compared with investments, 
172 
Types of policies of, 176 
Salesmen, 177 
Health and accident, 179 
Non-cancellable, 180 
Interest 
Forfeiture of, 41 
Margin of safety of, 62, 79 
Inventories, 214 
Investments 
Based on faith, 7 
Reasons for, 12 
Forms of, 25 
Correct habits in, 41 
Tests of, 53 
- Programs, 77 
Advice of newspapers on, 201 
Investment Bankers Ass’n, 126 





Law and security frauds, 129 
Legal investments, 80 
Liberty bonds 

Care of, 42 

Safety of, 53 


Life insurance, 172 

Loans 
Rates on, 191 
Collateral, 97 
For small borrowers, 276 





Margin of safety, 62 
Margin trading 
And bucket shops, 143 
In securities, 161 
In commodities, 164 
Marketability of investments, 65 
Minister’s investments, 102 
Money 
Functions of, 304 
Fluctuations of standards, 8 
Stabilization of, 10 
Kinds of, 310 
Money market, 191 
Morality and Wall Street, 126, 
155, 259 
Mortgages 
Definition, 26 
Classification of, 30 
On Taxes, 57 
Railroad, £8 





National income, 167 

News stories and securities, 198 
Newspapers, 182 

Notes, 34 


Old age, 298 

Opportunities, 166 

Overproduction, 14 

Paper money, 313 

Par value, 249 

Patents in financial statements, 
220 
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Index 


Pensions, 103 
Physician’s investments, 104 
Picking your employer, 291 
Politics and securities, 46, 273 
Popularity in securities, 80 
Preferred stocks, 28, 70 
Premiums, prejudice 
bond, 81 
Priority to assets, 76 
Profits and price fluctuations, 
120 
Promotions, 66, 85, 134, 245 
Public utilities 
Credit of, 61, 204, 271 
Customer ownership of, 268 


against 





Quotations 
Cotton, 163 
Grain, 164 
Coffee and sugar, 164 
How to read, 183 
Stocks, 183 
Bonds, 186 
Foreign Exchange, 189 
Loan rates, 190 





Radicals and investments, 45 
Ratings of securities, 243 
Railroads 

Investment record of, 58 

Earnings, 59 

Reports of, 217 
Real estate, 25, 256 
Receivers’ certificates, 36 
Redeemable bonds, 33, 41 
Redeemable preferred stocks, 73 
Retirement, 6, 20, 299 
Revival in business, 119 
Rights, care of, 42 


Risk 
Always present, 40 
And gambling, 68 
In preferred stock, 71 
For whom proper, 82 





Safety, 29, 53 
Salaried workers’ 
93 
Salesmen 
When to avoid, 130 
Insurance, 177 
Saving 
And currency depreciation, 9 
Policy of, 16 
Objections of, 20 
“Secret of success,” 264 
Security fakers, 66, 127 
Sex and investments, 100 
Short selling, 253 
Sickness, provision against, 21 
Small investor, 38 
Socialism and investments, 45, 47 
Speculation 
And industrial bonds, 64 
And preferred stocks, 75 
In securities, 161, 240 
In commodities, 164 
Standard statistics service, 234 
Stinginess, 17 
Stocks 
Definition of, 27, 28 
Preferred, 70 
Tables, 183 
When to buy, 248 
When to sell, 118, 254 
Stock Exchanges, 128, 159 
Method of operation, 160 
Quotations of, 183 


investments, 
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Advertising by members of, 
200 


Stockholders 
Fare best in industrial con- 
cerns, 63 
“Stop loss” orders, 252 
Surplus 
To protest preferred dividends, 
72 


In financial statement, 215 
Switching investments, 12, 118, 
120 





Tables of quotations, 183 
Tax-exempt bonds, 37 
Taxation, effects of, 46 
Teachers’ investments, 102 
Telephone securities, 61 
Tests of safety 

General, 53 

Of government bonds, 54 

Of railroad bonds, 58 

Of public utilities, 61 

Of industrial securities, 65 

Of preferred stocks, 75 
Thrift 

Definition of, 6, 23 


Excessive, 15 

Programs, 40 

Automatic, 85 

Obstacles to, 170 

And insurance, 172 

And the installment plan, 281 

Personal and family, 285 
Time Joans, 193 
Tips, 66, 240 
Traction securities, 110 
Transportation Act of 1920, 59 
Trustee’s investments, 110 





Unemployment 
Reason for, 13 
Insurance against, 84, 181 





Vocational guidance, 292 
Voting power of stock, 74 





Wall street and the public, 156 

“Widows’ and orphans’” invest- 
ments, 89 

Workingman’s investments, 83 

Worthless securities, 49 





Yield and safety, 205 
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PERSONAL S 


The tables in this supplement give a ¢tonvenient and ready-reference 

list of personal holdings and finances, and greatly simplify the preparation 
I g j 5 

of tax returns. Sample entries, crossed out} with a red line, illustrate the 


way to use them. There are four separate r¢cords, as follows: 


1—The Record of Investment Seclurities shows at a glance the 
amount of an individual’s holdings pr securities of every sort, what 
income may be expected each month, and the purchase and sales 
price to establish profit or loss. Mortgages held may be recorded 


here. 


2—Personal Income Table is a convenient summary of one’s earnings 
from every source, and is especially valuable in filing tax returns. 


Supplement to 


THE Common SENSE OF MONEY AND INVESTMENTS 


By MerrryLe S, RUKEYSER. 


Published and copyrighted—All rights reserved—by 
SIMON & SCHUSTER, Inc., Publishers, 
37 West 57TH STREET, NEw York City 


UPPLEMENT—FORMS FOR FINANCIAL RECORDS 


GENERAL INSTRUCTIONS 











Money received may be entered regularly on receipt, and security 
income can be transferred from table 1 at the end of the year, 
as shown in the second sample entry, crossed out with a red line. 


3—Insurance Record summarizes all insurance. 


4__Record of Real Estate and Other Holdings may be used for 
recording property owned outside of securities and mortgages. 


Special Notes: Small pencil figures under the last line written should — 
be used for keeping totals. In case of columns for both profit and 
loss, this figure should be changed on every transaction, in order 
to keep net profit or loss correct. 
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